AUTHENTICATED 
US. GOVERNMENT 
INFORMATION ^ 


REMITTANCES: ACCESS, TRANSPARENCY, AND 
MARKET EEHCIENCY-A PROGRESS REPORT 


HEARING 

BEFORE THE 

SUBCOMMITTEE ON 
DOMESTIC AND INTERNATIONAL 
MONETARY POLICY, TRiYDE, AND TECHNOLOGY 

OF THE 

COMMITTEE ON FINANCIAL SERVICES 
U.S. HOUSE OF REPRESENTATRH]S 

ONE HUNDRED TENTH CONGRESS 

FIRST SESSION 


MAY 17, 2007 


Printed for the use of the Committee on Financial Services 


Serial No. 110-32 



U.S. GOVERNMENT PRINTING OFFICE 
37-210 PDF WASHINGTON : 2007 


For sale by the Superintendent of Documents, U.S. Government Printing Office 
Internet: bookstore.gpo.gov Phone: toll free (866) 512-1800; DC area (202) 512-1800 
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001 


HOUSE COMMITTEE ON FINANCIAL SERVICES 

BARNEY FRANK, Massachusetts, Chairman 


PAUL E. KANJORSKI, Pennsylvania 
MAXINE WATERS, California 
CAROLYN B. MALONEY, New York 
LUIS V. GUTIERREZ, Illinois 
NYDIA M. VELAZQUEZ, New York 
MELVIN L. WATT, North Carolina 
GARY L. ACKERMAN, New York 
JULIA CARSON, Indiana 
BRAD SHERMAN, California 
GREGORY W. MEEKS, New York 
DENNIS MOORE, Kansas 
MICHAEL E. CAPUANO, Massachusetts 
RUBEN HINOJOSA, Texas 
WM. LACY CLAY, Missouri 
CAROLYN McCarthy, New York 
JOE BACA, California 
STEPHEN F. LYNCH, Massachusetts 
BRAD MILLER, North Carolina 
DAVID SCOTT, Georgia 
AL GREEN, Texas 
EMANUEL CLEAVER, Missouri 
MELISSA L. BEAN, Illinois 
GWEN MOORE, Wisconsin, 

LINCOLN DAVIS, Tennessee 

ALBIO SIRES, New Jersey 

PAUL W. HODES, New Hampshire 

KEITH ELLISON, Minnesota 

RON KLEIN, Florida 

TIM MAHONEY, Florida 

CHARLES A. WILSON, Ohio 

ED PERLMUTTER, Colorado 

CHRISTOPHER S. MURPHY, Connecticut 

JOE DONNELLY, Indiana 

ROBERT WEXLER, Florida 

JIM MARSHALL, Georgia 

DAN BOREN, Oklahoma 


SPENCER BACHUS, Alabama 

RICHARD H. BAKER, Louisiana 

DEBORAH PRYCE, Ohio 

MICHAEL N. CASTLE, Delaware 

PETER T. KING, New York 

EDWARD R. ROYCE, California 

FRANK D. LUCAS, Oklahoma 

RON PAUL, Texas 

PAUL E. GILLMOR, Ohio 

STEVEN C. LaTOURETTE, Ohio 

DONALD A. MANZULLO, Illinois 

WALTER B. JONES, jR., North Carolina 

JUDY BIGGERT, Illinois 

CHRISTOPHER SHAYS, Connecticut 

GARY G. MILLER, California 

SHELLEY MOORE CAPITO, West Virginia 

TOM FEENEY, Florida 

JEB HENSARLING, Texas 

SCOTT GARRETT, New Jersey 

GINNY BROWN-WAITE, Florida 

J. GRESHAM BARRETT, South Carolina 

JIM GERLACH, Pennsylvania 

STEVAN PEARCE, New Mexico 

RANDY NEUGEBAUER, Texas 

TOM PRICE, Georgia 

GEOFF DAVIS, Kentucky 

PATRICK T. McHENRY, North Carolina 

JOHN CAMPBELL, California 

ADAM PUTNAM, Florida 

MICHELE BACHMANN, Minnesota 

PETER J. ROSKAM, Illinois 

KENNY MARCHANT, Texas 

THADDEUS G. McCOTTER, Michigan 


Jeanne M. Roslanowick, Staff Director and Chief Counsel 


(II) 



Subcommittee on Domestic and International Monetary Policy, Trade, and 

Technology 

LUIS V. GUTIERREZ, Illinois, Chairman 


CAROLYN B. MALONEY, New York 
MAXINE WATERS, California 
PAUL E. KANJORSKI, Pennsylvania 
BRAD SHERMAN, California 
GWEN MOORE, Wisconsin 
GREGORY W. MEEKS, New York 
DENNIS MOORE, Kansas 
WM. LACY CLAY, Missouri 
KEITH ELLISON, Minnesota 
CHARLES A. WILSON, Ohio 
ROBERT WEXLER, Florida 
JIM MARSHALL, Georgia 
DAN BOREN, Oklahoma 


RON PAUL, Texas 

MICHAEL N. CASTLE, Delaware 

FRANK D. LUCAS, Oklahoma 

STEVEN C. LaTOURETTE, Ohio 

DONALD A. MANZULLO, Illinois 

WALTER B. JONES, jR., North Carolina 

JEB HENSARLING, Texas 

TOM PRICE, Georgia 

PATRICK T. McHENRY, North Carolina 

MICHELE BACHMANN, Minnesota 

PETER J. ROSKAM, Illinois 

KENNY MARCHANT, Texas 


(III) 




CONTENTS 


Page 

Hearing held on: 

May 17, 2007 1 

Appendix: 

May 17, 2007 23 

WITNESSES 
Thursday, May 17, 2007 

Grace, David, Vice President, Association Services, World Council of Credit 

Unions 6 

Haider, Tom, Vice President, Government Affairs, Associate General Counsel 

and Chief Compliance Officer, MoneyGram International 8 

Ibarra, Beatriz, Assets Policy Analyst, National Council of La Raza 4 

LoVoi, Annette, Field Director, Appleseed 2 

Orr, James C., Chairman, Microfinance International Corporation 11 

Thompson, Mark A., Associate General Counsel, The Western Union Com- 
pany 10 

APPENDK 

Prepared statements: 

Paul, Hon. Ron 24 

Grace, David 25 

Haider, Tom 31 

Ibarra, Beatriz 39 

LoVoi, Annette 46 

Orr, James C 53 

Thompson, Mark A 63 

Additional Material Submitted for the Record 

Gutierrez, Hon. Luis V.: 

Responses to questions submitted to Annette LoVoi 71 

Paul, Hon. Ron: 

Statement of the Center for Financial Privacy and Human Rights 123 


(V) 




REMITTANCES: ACCESS, TRANSPARENCY, AND 
MARKET EFFICIENCY— A PROGRESS REPORT 


Thursday, May 17, 2007 

U.S. House of Representatives, 

Subcommittee on Domestic and 
International Monetary Policy, 

Trade, and Technology, 
Committee on Financial Services, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 10 a.m., in room 
2128, Rayburn House Office Building, Hon. Luis V. Gutierrez 
[chairman of the subcommittee] presiding. 

Present: Representatives Gutierrez, Maloney, Clay, Ellison; Paul, 
Bachmann, and Marchant. 

Chairman Gutierrez. Good morning. The Subcommittee on Do- 
mestic and International Monetary, Policy, Trade, and Technology 
of the Committee on Financial Services will come to order. 

Today’s hearing is an informational hearing on the remittances 
industry entitled, “Remittances: Access, Transparency, and Market 
Efficiency — a Progress Report.” In this hearing, the subcommittee 
will examine consumer access to the remittance transfer outlets, 
the costs associated with sending remittances, current levels of 
transparency regarding fees and exchange rates, and the effect of 
competition in the marketplace. 

The last hearing on transparency and disclosure aspects of remit- 
tances in this committee was 4 years ago. I titled this hearing, “A 
Progress Report,” because we are now in a far different, and I 
would like to say a much-improved, environment in terms of remit- 
tance transactions and fees than we were back in 2003. 

Today, the subcommittee will review the progress that has been 
made over the last few years and explore whether these improve- 
ments are due primarily to increased competition in the market- 
place, pressure from Federal legislators, or a combination of the 
two. The subcommittee will also be looking at whether the vol- 
untary improvements in the remittance industry are adequate and 
whether legislation is needed. 

Before we hear from our panel, I just want to say that I have 
reviewed the testimony, and I think the remittance industry and 
consumer groups are closer than ever before on the issue of trans- 
parency and fees. There has been movement on both sides, and I 
urge those of you at the table today to keep working together. This 
is a golden opportunity. Do not let it pass us by. Also, I encourage 
you to work together on the Bank Secrecy Act issue for the money 
services businesses. If you demonstrate to Congress that the indus- 

( 1 ) 
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try and consumers are not working at cross purposes, I think we 
can reach some resolution on this issue as well. 

We are actually pressed for time today because the Judiciary 
Committee, on which I sit, will be holding a markup starting at 
10:30, so I apologize ahead of time, but I have to briefly recess the 
hearing to go across the hall to vote. In order to get as far along 
in these proceedings as possible before 10:30, we have agreed to 
dispense with members’ opening statements on both sides and go 
straight to our witness testimony. 

I would like to thank Ranking Member Paul for agreeing to this, 
and of course, all members may submit written statements for the 
record. 

Speaking first is Ms. Annette LoVoi. Ms. LoVoi serves as field di- 
rector for Appleseed, a national legal advocacy organization. Sec- 
ond, we have Ms. Beatriz Ibarra, who is an assets policy analyst 
with the National Council of La Raza. Next, we have David Grace, 
vice president of the World Council of Credit Unions. Following Mr. 
Grace will be Mr. Tom Haider. Mr. Haider is vice president and 
chief compliance officer for MoneyGram International, Inc. Then we 
will have Mr. Mark Thompson, associate general counsel to West- 
ern Union. The last of our panel, but not the least, is Mr. James 
C. Orr. Mr. Orr serves as the chairman of Microfinance Inter- 
national Corporation. 

Welcome to you all, and thank you for being here with us today. 

Ms. LoVoi, you may proceed, please. 

STATEMENT OF ANNETTE LoVOI, FIELD DIRECTOR, 
APPLESEED 

Ms. LoVoi. Good morning, Mr. Chairman. On behalf of the 
Appleseed Board of Directors and staff, let me thank you for invit- 
ing our testimony this morning. 

Appleseed is in its fourth year of a project to bring Latin Amer- 
ican immigrants into the mainstream financial and banking sys- 
tem, thereby helping them to build assets and credit and reducing 
predatory pricing and high-cost schemes that affect their liveli- 
hoods. 

Appleseed first became involved in this project because immi- 
grants were being assaulted on payday because of the large 
amounts of cash that they were carrying. Appleseed quickly real- 
ized that bank accounts can not only protect money, but can also 
protect lives. 

As we spoke directly to immigrants in our work to create a fair 
financial playing field for all, we learned that protecting their 
money and understanding costs are crucial. This led us to examine 
more closely the area of remittances, and it became clear to us that 
improving transparency was vital. 

Increasing transparency was the subject of a report Appleseed re- 
leased last month, proposing a fair exchange brand similar to fair 
trade coffee. Just as consumers may shop for fair trade coffee, 
knowing that such certification signifies that the producers adhere 
to certain labor standards, so, too, with the fair exchange remit- 
tance brand; consumers will know that they are being told the deal 
they are getting. 
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In our view, such industry standards are long overdue. As high- 
lighted in a 2005 Appleseed study, immigrants face daunting and 
unnecessary challenges every single day when they try to perform 
what should he the simple task of sending money to relatives. The 
2005 Appleseed study found enormous fluctuations and inconsist- 
encies in pricing, within the same company, during a 2-week pe- 
riod, from as little as $1.52 to as much as $13.84. We even found 
variations on the same day. A consumer could have spent as little 
as $3.88 or as much as $21.90. 

We know that we are gathered today to look at this and to come 
together around improved pricing mechanisms. We have heard you, 
and we are ready to work on this issue. 

The premise of the Appleseed fair exchange initiative is that of- 
fering clear, pretransaction disclosures for remittances will in- 
crease the market share for financial institutions, benefiting both 
consumers and the financial institutions. After all, by highlighting 
their pricing up front, financial firms would publicly signal their in- 
terest in dealing with customers in a fair and forthright manner. 
This is a solution that Appleseed believes will benefit everyone. 

Appleseed worked with the Fair Exchange Group to develop a 
disclosure template that we believe will be helpful to you in your 
work. Let me share some of the findings from our focus groups. 

All of the participants like the idea of a clear, uniform, 
pretransaction disclosure. Participants focused on the actual value 
of the funds received by the family after fees and after exchange 
rate spreads. Better disclosure will make the process of comparing 
prices less cumbersome. A group participant explained, “You have 
to go everywhere to get information now.” 

We also believe disclosure standards should be developed collabo- 
ratively with those of us at the table today and with others who 
have an interest in this issue, and we stand ready to work with all. 
This approach would best accommodate the variety of business 
models and regulatory frameworks in the marketplace today, while 
also serving the best interests of consumers. 

Appleseed has found that State regulation of consumer disclosure 
produces varying and inconsistent standards, and we applaud your 
interest in a Federal measure on this subject. Let me share some 
ideas for legislation. 

We support requiring the Secretary of Treasury to conduct a 
study regarding the use of alternative credit-scoring measures, in- 
cluding data on remittances, and we are involved in pilot work on 
this subject at present. We support requiring an assessment by the 
Comptroller General of how the private sector can match remit- 
tances to help economic development in Mexico. Consumer disclo- 
sures should be posted publicly at agent or branch locations and be 
available to consumers prior — let me emphasize “prior” — to initi- 
ating a remittance transaction, particularly for the three top mar- 
kets served. 

The Federal Reserve Board should be granted rulemaking au- 
thority to delineate posting requirements, again, in concert with all 
of the individuals at the table, with industry and consumer partici- 
pants so that we can get a system that works for all, and the 
Appleseed disclosure template is available to help inform this proc- 
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ess. Disclosure standards should also include provisions for error 
resolution. 

Thank you again for your time, your consideration, and your in- 
vitation. I, along with other Appleseed staff, as well as our six cen- 
ters around the country and in Mexico, stand ready to assist the 
committee as you move forward toward creating a competitive mar- 
ket that benefits all. 

Thank you, Mr. Chairman. 

[The prepared statement of Ms. LoVoi can he found on page 46 
of the appendix.] 

Chairman Gutierrez. Thank you very much, and thank you for 
all of your work. 

Ms. Ibarra. 

STATEMENT OF BEATRIZ IBARRA, ASSETS POLICY ANALYST, 
NATIONAL COUNCIL OF LA RAZA 

Ms. Ibarra. Chairman Gutierrez and members of the sub- 
committee, my name is Beatriz Ibarra, and I am the assets policy 
analyst at the National Council of La Raza. Thank you for inviting 
us to be here today. 

I want to take this time to: one, explain why remittances are so 
important for Latinos; and, two, provide two recommendations that 
we feel will create a fair remittance market. 

Part of NCLR’s mission includes advancing policies that enable 
Latinos to maintain assets. Our goal is to move the community be- 
yond living paycheck to paycheck. We want Latinos to rise perma- 
nently into the ranks of the American middle class. 

Latinos are contributing billions of dollars to the U.S. economy, 
yet we are still struggling to have a piece of the American dream: 
Latinos retain 9 cents for every dollar that a white family earns; 
Latinos are more likely to have no or low credit scores; and 32 per- 
cent of Latinos are unbanked — they do not have a basic checking 
or savings account. 

Given these humble financial circumstances, it is incredible that 
more than half of Latinos save between $200 and $300 a month to 
send to their families and communities abroad. Latinos sent $50 
billion to Latin America in 2005. That money was used to pay for 
household needs such as food and housing and education and 
health care. This is why, in the case of remittances, every penny 
counts. 

We must enact reforms that help families keep more of their 
hard-earned money for saving and investing here and abroad. 
Strong consumer protections are needed to shield remitters from 
bad actors. There is also an enormous opportunity here for law- 
makers and industry leaders to integrate Latinos into the main- 
stream financial system. 

Remitters who are unbanked rely on check cashers, payday lend- 
ers, pawnbrokers, and money transfer organizations to meet their 
financial services needs. Remittances can serve as a gateway to 
connect remitters to banks and credit unions. As account holders, 
they would have access to a wider range of financial products and 
services to build assets, so I would life to take this time to just 
share two recommendations that we believe would go a long way 
toward creating a fair remittances market. 
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First, in a fair remittance market, remitters would have the in- 
formation that they need to make wise consumer choices. Cur- 
rently, there are no clear industry-wide standards regarding disclo- 
sures. A growing number of companies provide receipts, but infor- 
mation on receipts varies widely from one company to the next. 
Some receipts do not include information that consumers care 
about, such as guaranteed time of delivery or a list of pickup loca- 
tions. 

Additionally, there are no standards regarding the type of 
pretransaction information that should be made available to remit- 
ters. In other words, what should a consumer know after they walk 
through the door but before they commit to using a particular re- 
mittance service provider? 

We must create a uniform disclosure to enable remitters to com- 
pare one service provider to the next, and the disclosure would in- 
clude important cost information. It also would include a notice of 
the remitter’s rights as a consumer. 

The disclosure should also be in languages and formats that are 
accessible and easy to understand. Language access rules do not 
need to be overly rigid. Collectively, I believe we can establish a 
reasonable criteria that trigger language access activities. 

We must also require providers to post in a clear and con- 
spicuous place important cost information. This would include fees 
charged, the exchange rate, pickup fees, and the date and time of 
delivery. The remittance service provider could post this informa- 
tion for sending various amounts, that is, $100, $200, or $300. 

Second, a fair remittance market would include industry over- 
sight and strong consumer protections. There is currently no Fed- 
eral Government entity that exists to oversee the market. Remit- 
tance service providers are regulated by a patchwork of State and 
Federal regulations that have many gaps and leave consumers ex- 
posed. 

In regard to consumer protections, remitters should have the 
ability to protect their rights as consumers in every State. This 
would include rights against those who have defrauded them, the 
right to a refund, and the process for resolving disputes with their 
remittance service provider. We often hear from the community 
that the money just does not get there. 

NCLR recommends establishing a Federal Government entity to 
provide oversight to the market. This entity would be authorized 
to license and register remittance service providers, draft rules to 
govern their behavior, and check for compliance with pertinent reg- 
ulations. This new entity could also conduct spot checks or perform 
audits. 

Additionally, we must establish a process for the resolution of 
transactional errors and disputes between remitters and remit- 
tance service providers. We recommend that a new Federal entity 
create and maintain a consumer complaint hotline. Imagine the 
day when a consumer could call a 1-800 number and file a com- 
plaint with an independent third party. 

In conclusion, we believe that reforming the market would make 
a significant difference in the economic lives of Latinos living here 
and living abroad. We believe this issue surrounding remittances, 
all of the issues, should be a priority for policymakers. We think 
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it is critical to establish oversight and enact strong consumer pro- 
tections to facilitate the staggering amount of money that is flow- 
ing. 

We applaud you, Chairman Gutierrez and Ranking Member 
Paul, for your efforts on this issue, and we look forward to working 
with you in the future. Thank you. 

[The prepared statement of Ms. Ibarra can be found on page 39 
of the appendix.] 

Chairman Gutierrez. Thank you very much. 

Eve^body is, I guess, looking at — the first two witnesses were 
wrapping up when the light turned red. I do not have to use the 
gavel. I do not have much of a right hand anyway. 

Mr. Grace, please, we look forward to your testimony. 

STATEMENT OF DAVID GRACE, VICE PRESIDENT, ASSOCIA- 
TION SERVICES, WORLD COUNCIL OF CREDIT UNIONS 

Mr. Grace. Chairman Gutierrez, Ranking Member Paul, and 
members of the subcommittee, I am David Grace, vice president of 
the World Council of Credit tlnions in Madison, Wisconsin. I also 
serve on the board of the Latino Community Credit Union, the Na- 
tion’s fastest growing credit union. I appreciate the opportunity to 
appear before this subcommittee today on behalf of the Credit 
Union National Association and the 89 million members that it 
represents, as well as the World Council of Credit Unions, which 
is the global trade association and development agency for credit 
unions globally. 

I will begin by thanking Chairman Gutierrez for his unwavering 
support and understanding of the importance of remittances. 

The World Council has been active in remittances for a decade, 
and during this time, we have always been able to count on your 
support for understanding and championing this issue. I would like 
to address three issues this morning: first, the role that U.S. and 
foreign credit unions play in facilitating access to financial services; 
second, how remittance costs can further be reduced; and third, the 
role of multilateral development banks in the United States Agency 
for International Development in planning and achieving these ob- 
jectives. 

First, approximately 300 credit union locations throughout the 
United States and 900 credit union locations in Latin America, the 
Caribbean, and Africa are part of the World Council of Credit 
Unions international remittance network. This program has facili- 
tated over $1.5 billion in transactions of money being sent from 
low-income workers here to poor households in developing coun- 
tries. We believe this is the, if not one of the, largest remittance 
programs of any microfinance network. 

Second, one avenue we see to further reduce the cost of remit- 
tances is to ensure that credit unions and regulated microfinance 
institutions abroad can directly access their national payment sys- 
tems and credit and debit card networks. This will lower costs and 
spur innovations. 

Third, clear positions and actions from all multilateral develop- 
ment banks, the U.S. Treasury, and USAID, encouraging foreign 
governments to allow credit unions to, first, offer remittance serv- 
ices and, second, to have open and fair access to payment and card 



7 


networks would help significantly in making remittances and fi- 
nancial services more accessible. I will expand on these points a 
bit. 

As member-owned financial cooperatives serving 157 million 
working individuals globally, credit unions are, by their nature, 
consumer-oriented. As such, it should not be any surprise that 
CUNA and the World Council support transparency in remittance 
transactions. Our most recent research work in Guatemala with 
USAID indicates that 40 percent of remittance receivers in credit 
unions in Guatemala would be living on less than $1 per day if it 
were not for their remittances. 

In part, due to enabling legislation championed last year in Con- 
gress and supported by Chairman Gutierrez, for the first time, U.S. 
credit unions are able to compete with corner grocery stores by pro- 
viding check cashing and remittance services to nonmembers with- 
in their fields of membership. We are now seeing increased remit- 
tance followings by U.S. credit unions and innovations in the mar- 
ket. A limited number of credit unions in the United States are 
also providing banking and settlement services for small money 
transmitters that have had their accounts closed at large commer- 
cial banks. 

If Congress were to restore the credit unions’ ability to actively 
serve small businesses and add underserved areas to their fields of 
membership, as is found in the Credit Union Regulatory Improve- 
ment Act, H.R. 1537, I believe we would see further innovation and 
service to immigrant communities. 

The majority of the credit union offices in developing countries 
are located in rural areas. They are organized in cohesive network 
structures, and they have experience managing liquidity. These 
characteristics, as well as the sheer number of credit union loca- 
tions, make these offices excellent places and ideal transmitting 
points for remittances. However, credit unions must rely on local 
banks abroad to clear and settle their remittance flows with the 
money transmitter since they cannot directly access and settle 
these transactions because of restrictions on the payment system. 
We believe that reducing these restrictions would lower the cost of 
remittances and reduce the risks of credit unions having defaults 
from money transmitters. 

In prior testimony to the Senate Banking Committee, CUNA and 
the World Council encouraged the development of what has become 
the Federal Reserve’s Directo a Mexico program, linking together 
both U.S. and Mexican automated clearinghouses. The second larg- 
est originator of transactions of all financial institutions in the 
United States through the Directo a Mexico program is the Latino 
Community Credit Union. Much to our dismay, Mexican credit 
unions still cannot directly access this payment service. We urge 
the Federal Reserve to work with its Mexican counterpart to cor- 
rect this situation. 

Lastly, while remittances to Latin America and to the Caribbean 
have justifiably received significant attention, the other multilat- 
eral development banks should be encouraged to study and pro- 
mote efficient remittance markets, particularly in Africa, which re- 
sembles the Latin American remittance market of a decade ago. 
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In conclusion, credit unions are leading the way in providing af- 
fordable remittance and financial services. To boost these efforts, 
we need Congress to restore credit unions’ ability to provide small 
business loans to new Americans and to allow for greater service 
to underserved communities. 

Thank you for holding this very important hearing, and we wel- 
come the opportunity to continue meeting with the committee in 
the future. 

[The prepared statement of Mr. Grace can be found on page 25 
of the appendix.] 

Chairman Gutierrez. Thank you very much. 

Mr. Haider. 

STATEMENT OF TOM HAIDER, VICE PRESIDENT, GOVERN- 
MENT AFFAIRS, ASSOCIATE GENERAL COUNSEL AND CHIEF 

COMPLIANCE OFFICER, MONEYGRAM INTERNATIONAL 

Mr. Haider. Good morning, Mr. Chairman, and members of the 
committee. My name is Tom Haider, and I am the vice president 
and chief compliance officer for MoneyGram International. Thank 
you for providing me the opportunity today on behalf of 
MoneyGram to speak with the committee about remittances, in- 
cluding the regulation of money transmitters and the ongoing bank 
discontinuance problem for money services businesses. 

MoneyGram is licensed and regulated as a money transmitter by 
the States. In addition, MoneyGram fully complies with the Bank 
Secrecy Act, the USA PATRIOT Act, and is registered with the 
Treasury Department as a money services business. 

Chairman Gutierrez, MoneyGram appreciates the leadership that 
you have brought to the issue of remittances, and we look forward 
to working with you and this committee on ways to bring greater 
transparency to remittance transactions. MoneyGram strongly sup- 
ports legislation that would establish a Federal regulator to license 
and regulate the money transfer industry. 

Today, there is widespread inconsistency in the regulation of the 
industry. This leads to unnecessary administrative costs, making 
remittances more expensive for consumers. MoneyGram, however, 
is opposed to simply adding a layer of Federal regulation on top of 
existing State regulation. 

MoneyGram is proud to have been a leader in bringing lower, 
more simplified pricing to the remittance industry. For example, 
when current management took over MoneyGram in 1998, the av- 
erage foreign exchange rate was nearly 7 percent, but today, the 
global-blended exchange rate is less than 2 percent and less than 
1 percent for many parts of Latin America. 

Likewise, during the same time period, the average fee per trans- 
action has dropped from nearly $22 to less than $10 for most trans- 
actions to Mexico and Latin America. Thus, in using the 
MoneyGram service today, consumers can send up to $1,000 to 
many countries for a flat fee of less than $10 with a foreign ex- 
change rate of less than 2 percent. These reduced fees and ex- 
change rates reflect MoneyGram’s commitment to provide con- 
sumers with an affordable, reliable, and convenient payment serv- 
ice. 



9 


In addition to lower fees and exchange rates, MoneyGram also 
provides consumers with a detailed receipt that indicates: one, the 
amount of money the sending consumer has paid; two, the ex- 
change rate that will he applied to the transaction; three, all fees 
related to the transaction; and, four, and most important to the 
consumer, the amount of local currency that their recipient will re- 
ceive. 

MoneyGram also maintains a toll-free phone number that con- 
sumers can call if they have questions about a transaction, includ- 
ing rates and fees for any transaction they plan to make in the fu- 
ture. Another convenient feature of a MoneyGram transaction is 
the recipient’s ability to receive it in local currency within minutes 
of its having been sent. 

MoneyGram also provides the sender a free calling card they can 
use to alert their recipient that the transaction is on its way. 
MoneyGram also offers an extensive network of locations so its 
transactions can be sent and received, and in Latin America, more 
than 50 percent of MoneyGram’s locations are banks and credit 
unions. These added services make MoneyGram more competitive 
in the marketplace as well as provide consumers with a better 
value. However, they do cost money. 

MoneyGram agrees that it is important for consumers to be 
banked, and that, in the long run, will help consumers improve 
their economic opportunities, but MoneyGram also believes tradi- 
tional money transmitters can play a critical role in this transition. 
Bank consumers who are new to the United States are generally 
not quick to open a bank account, but rather, tend to move towards 
a banking relationship over time. Encouraging partnerships be- 
tween money transmitters and banks provides a bridge to these 
consumers. 

Turning towards the impact of regulations, a pressing issue for 
MSBs today is the challenge of securing and retaining a bank ac- 
count. Due to increased regulatory pressure imposed on banks, 
many have either closed MSB accounts or have refused to open 
new accounts. As a result, banking costs have risen significantly 
for MSBs, which ultimately affects the price consumers pay for re- 
mittance services. 

In seeking to solve this problem, MoneyGram has joined with 
MSBs and bank trade associations to draft legislation that would 
allow banks to rely on a certification by their MSB account holders 
that they are in compliance with their regulatory requirements. 

Another major cost of doing business is complying with 
antimoney laundering regulations. MoneyGram takes very seri- 
ously these duties. At MoneyGram, nearly 4 percent of our entire 
global workforce is dedicated exclusively to compliance and fraud 
prevention, but MoneyGram and its agents need help if they are 
going to have the ability to continue to make significant invest- 
ments in antimoney laundering compliance. We must have 
unimpeded access to banking services, and regulatory mandates 
cannot overwhelm our ability to operate in an efficient manner. 

I want to thank you, Mr. Chairman, and members of the com- 
mittee, for the honor of having the opportunity to present testi- 
mony today on behalf of MoneyGram. We truly appreciate your 
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continued interest in improving the remittance climate in the 
United States for consumers, banks, and money transmitters. 

Mr. Chairman, we hope that you will view us as a partner in this 
effort and will call upon us for whatever assistance we can provide. 
Thank you again. 

[The prepared statement of Mr. Haider can be found on page 31 
of the appendix.] 

Chairman Gutierrez. Thank you. 

Mr. Thompson, please. 

STATEMENT OF MARK A. THOMPSON, ASSOCIATE GENERAL 
COUNSEL, T H E WESTERN UNION COMPANY 

Mr. Thompson. Thank you, Mr. Chairman. 

The modern international remittance market is relatively young, 
just over 20 years old. Today, Western Union provides a conven- 
ient, fast, and reliable way to send money in over 195 countries 
and territories. 

The cost of remittances has dropped significantly over the past 
5 years. The GAO found that competition in the remittance market 
has resulted in a drop in the cost to send remittances. The Inter- 
American Dialogue found that the cost of sending remittances from 
the United States to Latin America fell from 12.5 percent in 2003 
to 7 percent in 2005, an average as low as 4 percent in countries 
with higher levels of competition. As competition continues to in- 
crease, we anticipate that this trend will continue. 

Price is not the sole factor considered by consumers. In fact, for 
some consumers, price falls behind other factors such as security, 
speed, reliability, and convenience. In addition to the fees and ex- 
change rate, customers will often ask questions such as, “When will 
I be able to send money? Are you open on weekends? Will my 
money get there? How long will it take to get there? Can my family 
members pick the money up in their village or town? Will my rel- 
atives have to open a bank account to get their money?” 

Consumers should have adequate information to make an in- 
formed decision as they choose among providers, therefore, we sup- 
port transparency with respect to fees and foreign exchange rates. 
With limited exceptions, at the time a transaction originates in the 
United States, Western Union provides its customers with a writ- 
ten receipt that clearly states the following information: the 
amount stated in U.S. dollars the customer has presented for 
transfer; the fee stated in U.S. dollars that Western Union charges 
for the transfer; the total amount stated in U.S. dollars that the 
customer has provided to Western Union, which is the sum of the 
first two items; the retail currency exchange rate that Western 
Union will apply to the transfer; the amount stated in the currency 
of the payout country that Western Union will provide to the re- 
cipient of the transfer; and a statement advising the consumer that 
Western Union makes money from currency conversion. 

Requiring a disclosure that would reflect the difference between 
the exchange rate Western Union offers to a consumer and the ex- 
change rate established by the U.S. Treasury Department, as set 
forth in legislation in the past years, would not be relevant to the 
consumer and could have adverse effects, such as reducing competi- 
tion in exchange rates. 
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The Federal Reserve ACH system can provide a lower cost struc- 
ture when both the sender and the receiver have bank accounts. 
While the majority of our U.S. senders are banked, our experience 
is that banked individuals on both ends of our transactions are the 
exception, not the rule. Studies indicate that a majority of receivers 
in Latin America are unbanked. In Mexico, for example, only about 
29 percent of individuals who receive remittances are banked. 

In order to serve unbanked individuals at a lower cost, we en- 
courage you to consider allowing nonbank money transmitters to 
open an account at the Federal Reserve and utilize the Fed’s serv- 
ices, thus eliminating one layer of the money transfer cost. 

We support the policy goal of making remittances more available 
and affordable to consumers. However, legislation should not create 
an unlevel playing field and place the Congress and Federal agen- 
cies in the position of choosing winners and losers in a competitive 
and evolving market. Favoring depository institutions presumes 
that remittance services provided by such financial institutions are 
cheaper than those of traditional remittance providers, ignoring the 
fees and penalties associated with checking accounts, ATM trans- 
fers, and other services. 

Thank you, and I am happy to answer any questions you may 
have. 

[The prepared statement of Mr. Thompson can be found on page 
63 of the appendix.] 

Chairman Gutierrez. Thank you very much, Mr. Thompson. 

Mr. Orr. 

STATEMENT OF JAMES C. ORR, CHAIRMAN, MICROFINANCE 
INTERNATIONAL CORPORATION 

Mr. Orr. Thank you very much. Chairman Gutierrez, and Rank- 
ing Member Paul. It is a great pleasure to be back again with the 
committee after a lot of years. Pretty much everything I know 
about banking, and most of what I know about development, I 
learned in 8 years working as a legislative counsel to this sub- 
committee some years back. 

I am here today representing Microfinance International Cor- 
poration. The company’s mission is to expand affordable, profes- 
sional financial services for people who are either disconnected 
from mainstream banking or who have faced overpriced financial 
services in the past. We are based here in Washington, D.C. We 
have 11 shops in the mid-Atlantic region, and we work with 20 fi- 
nancial institutions throughout Latin America — in 20 countries of 
Latin America. We are employing microfinance technology and 
methodology, and we bring a commercial banking approach to our 
business. 

I think perhaps one of the best ways for me to address the ques- 
tions that I was asked to talk about would be to describe briefly 
what our vision was in forming the company and then a little bit 
about our system. 

We started from a very different starting point than most compa- 
nies. We looked at Latin America and saw the agonizingly slow 
progress towards economic development. We saw the failure of 
many, if not most, large-scale development projects. We saw immi- 
grants being forced to pay exorbitant fees for very basic financial 
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services that people who have lived in this country for a long time 
take for granted and pay very little for. 

We saw a lack of competition among money transfer companies 
and a pricing structure that often resulted in up to 10 percent of 
the remittance amount being taken in fees when foreign exchange 
transactions were included, and we saw a U.S. banking system fail- 
ing to meet the needs, the legitimate needs, of loans, insurance, 
and other financial products to the Hispanic community in the 
United States. 

Some of the existing remittance mechanisms had substantial 
weaknesses. Commercial banks using the SWIFT system and their 
correspondent banking relationships take 2 days and charge $35 to 
do the kind of transmission that any company here before you 
today can do almost instantaneously for roughly a third of that 
price. 

Some of the traditional remittance companies that use an agent- 
based system, that is, an agent on both ends of the transaction, 
have a high-cost structure which, in today’s world of falling prices, 
gives them financial hurdles, and it also presents obstacles when 
trying to work on compliance. 

A real advantage that our firm had was that we began after Sep- 
tember 11th, and we knew we were starting in an environment 
where compliance would be the number one key to the success of 
our operation. Our remittance platform, which is really the heart 
of the operation, is Internet-based and enables us to charge low 
fees and guarantee smooth transactions. Only seconds after the 
transaction is booked here in the United States, the recipient can 
collect it in many thousands of locations in Latin America. Perhaps 
I should say hundreds of locations; I am not 100 percent sure that 
we are at the “thousands” stage yet. 

Many of the regulatory compliance aspects of booking a remit- 
tance are done automatically by our sophisticated computer sys- 
tem. They are checked in real time, and a teller is immediately 
alerted if there is some evidence of a suspicious transaction. 

This leap in technology allows us to charge lower prices. When 
we began operating in Latin America, the average remittance cost, 
or the average remittance of $300 cost about $15 to send. When we 
opened our doors, we charged $9 for that same remittance. Today, 
the average is about $10. 

I see that I have consumed more time than I imagined. I wanted 
to talk a little bit about our compliance system, and I would be 
happy to do so in the question-and-answer period. I would like to 
make a few comments, thinking about a better compliance regime. 

You know, right after September 11th, regulators were presented 
with a huge problem. They had no system for tracking this, and 
while they were trying to decide what to do, they decided that, 
“perhaps we can make banks, and money transfer companies can 
do this for us,” and essentially, they established a system that puts 
the onus on financial institutions to look for suspicious activity, 
and bankers and money transfer agents become, essentially, depu- 
ties of the regulatory system. The system cannot work very well for 
many reasons which you can understand. 

When a bank or a financial institution makes a mistake, they get 
a very high penalty from their supervisor, so the tendency becomes 
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to file suspicious activity reports any time it occurs to the agent to 
do so. That way, they are covered against a huge problem. A much 
better system, if we could start over again, would be to have all fi- 
nancial institutions and remittance companies give to the govern- 
ment a list of all transactions over a certain threshold and let the 
government do the data mining instead of Western Union or Micro- 
finance International. 

A serious problem with our doing it is that we have no idea what 
the other remittance companies are doing, and a clever operator 
wishing to send money illegally could book remittances in a num- 
ber of different companies, and the system would never see it. 

Thank you very much, Mr. Chairman. It is a pleasure. 

[The prepared statement of Mr. Orr can be found on page 53 of 
the appendix.] 

Chairman Gutierrez. Thank you. 

I recognize Dr. Paul for a unanimous consent request. 

Dr. Paul. Mr. Chairman, I ask unanimous consent to insert an 
article into the record dealing with this subject. 

Chairman Gutierrez. So ordered. 

Thank you. It is great to have you all here. I guess I am going 
to ask some questions. 

I am happy to see the change and the progress, and I want to 
see how we can perfect that change and that progress, which is al- 
ready being made. I want to see how close we can get, so all of the 
panelists — the benefits and the rates that you get as informed con- 
sumers, which I am sure you all are and which I certainly am — 
so the same kinds of fees that I pay and that you pay and that we 
all pay and that we come to expect, as we have heard in the testi- 
mony, Americans have come to expect, that those least able to af- 
ford transaction fees and fees are able to get. 

So I kind of look at my situation, and if I go to my bank — and 
banks are pretty good these days except for their fees; it seems like 
every time there is a new fee, and whatever the fee is it seems to 
be going up. 

I lost my ATM card. It is $40. I get a free credit card. What do 
you want $40 for, for an ATM card replacement, when I can get 
a free credit card? They do not charge me $40. I said, “I will go 
across the street to the other bank if you want $40 for it.” 

As you all know, banks recognize your economic ability and le- 
verage to move your money, so those fees many times get waived, 
so that is what I want to get to. I want to get to, how can you help 
us in the industry, and how can you help as advocacy groups to get 
us there? 

Mr. Thompson, in your testimony, you outlined the items that 
Western Union already discloses to its consumers on remittance 
transaction receipts. So does the exchange rate apply to the fees 
charged on the total amounts to the consumer? 

You state that Western Union believes, “This type of information 
gives consumers the information they require to make an informed 
decision.” Most of us can agree that this type of information will 
enable consumers to make an informed decision, but how informed 
that decision is depends on when the consumer gets the informa- 
tion. In this case, it is after the transaction. 
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Don’t you agree that this information would allow consumers to 
make a more informed decision if it were disclosed before the trans- 
action? What does Western Union currently disclose prior to the re- 
mittance transaction? 

Mr. Thompson. Mr. Chairman, Western Union provides the con- 
sumer with the opportunity to call an 800 toll-free number from 
home to find out about current rates and fees. They can also ask 
the agent, before they start a transaction, to look up what the cur- 
rent exchange rate is, since the exchange rates are changing 3 to 
4 times a day, and they can do that before they give the agent 
money. Then before the transaction is actually finalized, they are 
given the written receipt, and the finalization of the transaction oc- 
curs when the consumer signs that receipt that they are given. 

Chairman Gutierrez. So I would know the exchange rate? In 
Mexico, I would know the exchange from dollars to pesos? I would 
know that these dollars would then create so many pesos on the 
other end? 

Mr. Thompson. Yes, before the transaction is finalized. You are 
actually required to sign the agent copy of the receipt that is print- 
ed that details that information. 

Chairman Gutierrez. Thank you. 

Mr. Haider, following up with you, in your testimony, you state 
that MoneyGram maintains a toll-free number that consumers can 
call if they have questions about a transaction, including rates and 
fees for future transactions. 

What if a consumer calls and gets a rate and a fee quoted to 
them and then goes to a MoneyGram location, makes a transaction, 
and the amount actually paid is different from the amount quoted? 
I am not saying this happens at MoneyGram, but there is anec- 
dotal evidence that it happens in the industry. In such a case, is 
there any recourse for the consumer? 

Mr. Haider. Mr. Chairman, a situation as you have described 
could certainly happen. A consumer could call in the morning and 
ask what the transaction exchange rate would be and then not go 
to a location, say, until late in the afternoon. By then, for some cur- 
rencies, there may have been fluctuations in the exchange rate. 

The fee portion of the transaction will not change; our fees tend 
to remain fixed for long periods of time. But the exchange rates, 
as we know with all of the different currencies around the world, 
are volatile, and they can fluctuate during the day. So we caution 
a consumer when they call and speak to one of our representatives 
to find out what the cost of the transaction will be. We always cau- 
tion them on the phone that the exact exchange rate will be set at 
the time they conduct the transaction. 

Chairman Gutierrez. I see that my time is up. 

I want to say to Mr. Grace and to the credit unions, thank you 
for the great and wonderful work that you do in giving consumers 
new alternatives. 

To Ms. LoVoi and to Ms. Ibarra, I look forward to working with 
you as we work with the industry. As you see, we do not have two 
separate panels here today. We try not to divide people up into 
good guys and bad guys but into all active participants, and I 
would say to the industry that we are going to help make sure that 
the system works for you and that it allows you to reduce your 
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costs, and with those reductions in cost, that it allows you to get 
better services and a reduction in cost to consumers. 

So we understand that not everybody is going to have an ac- 
count, but you know, because we want — I mean, my goal is, you 
know, Mr. Haider and Mr. Thompson, to phase you guys out even- 
tually. 

I mean, come on. We all know if our grandmas were in Mexico 
or in Guatemala or in Poland, we would send them an ATM card, 
and we would put some money in there, and we would send them 
to the bank to go get that money, and we would have conversa- 
tions. We know what we would be doing. And I think what we 
wanted to do — the goal is, again, as I stated earlier, to allow them 
to have the same kind of access to consumer instruments that we 
enjoy and that are plentiful to us. 

Dr. Paul, please, you are recognized for questions. 

Dr. Paul. Thank you very much, Mr. Chairman. 

My interest in this subject is in working to keep the costs down 
because it is beneficial to the consumer, and also in maintaining 
competition. 

Obviously, there is a lot of competition, and prices have come 
down. Sometimes I think that the price came down because of tech- 
nology and in spite of the government because what government 
does tends to raise the prices. 

Also, I am very interested in the privacy issue. 

So, in dealing with some of the things that Mr. Orr talked about, 
that is not so easy. I do not like the idea that the burden is put 
on the bank to do the policing, but then there are times when I am 
not so sure that the government does a much better job because, 
you know, they have suspicious lists of terrorists, and if you get 
your name on there, you cannot get it off. So it is really a tough 
choice. 

I do not agree that you should be the policeman. At the same 
time, turning everything over to the government is not very attrac- 
tive either because there is so much abuse of individual privacy. 

Also, when individuals like yourselves are in the business, it is 
really hard — you are well set up, and you have the computer pro- 
grams. For new people to come in is a real challenge. So, in some 
ways, complicated technology is an exclusionary factor for new peo- 
ple coming into the market and is challenging for those who are al- 
ready there. 

Today, we have a situation where the government does want a 
lot of information. We live in the age of terrorism; they want to be 
checking for that. There is concern about illegal immigrants, and 
if you overly regulate and immigrants are frightened about it and 
they, you know, use other sources because they are afraid of being 
detected, there are IRS reasons why they want this information — 
and there is also the drug war that goes on — so then the burden 
falls on you. 

I am just wondering a little bit — I am going to make some com- 
ments, and I will let any of you answer to this. What type of infor- 
mation do you get at the beginning, and how long do you keep this 
information? Do you all gather the same information? What is the 
purpose of that? 
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As to the suspicious activity reports, Mr. Haider said that 4 per- 
cent of his workforce is dealing in this, and we already have the 
Bank Secrecy Act, we have the PATRIOT Act, we also have the 
money laundering business to deal with, and now they are talking 
about adding more controls on through the Real ID Act. 

I am just wondering, is there a limit to how the technology can 
compete with this? When do you run into a problem? Do you think 
you need more regulations about the Real ID on top of all of these 
other regulations that you have? 

Also, if any of you could give me information — you must fill out 
a lot of these forms, these suspicious activity reports. How many 
people do you know who have been caught? I mean, how many peo- 
ple have you really helped arrest? What is the percentage? What 
is the return on this? 

So I would like to hear your comments about this subject. 

Mr. Haider. Thank you. Dr. Paul. 

Tom Haider, again, from MoneyGram. I am happy to respond to 
those questions. 

You are absolutely correct that the regulatory environment today 
is extremely complex. MoneyGram, however, recognizes our role in 
helping to combat terrorism and in helping to prevent money laun- 
dering. We are dedicated, and we work very closely with law en- 
forcement entities, and very closely with FinCEN and OFAC of the 
Treasury Department to try and prevent those things from occur- 
ring. 

We do file a lot of suspicious activity reports. In any given year, 
we file more than 10,000 suspicious activity reports. In terms of 
what the government does with that information, your guess is as 
good as mine. Congressman, because we do not really get much 
feedback on that. 

I think the real challenge, though, that I was trying to address 
earlier in my testimony, when it comes to compliance and the 
changes that have been brought about since 9/11, is the fact that 
today our States — that are the primary regulators of money serv- 
ices businesses and money transmitters — are now interpreting the 
Federal antimoney-laundering laws each in their own way and di- 
recting us to apply different standards from State to State. This 
adds a layer of complexity to our compliance that far exceeds any- 
thing that I believe exists out there on the Federal financial side. 

So we are faced today with multiple States’ interpreting Federal 
antimoney-laundering and terrorist prevention laws and telling us 
how we must comply with them. That is the area of complexity 
that we are wrestling with today. That is why, at MoneyGram, we 
are proposing the concept of a uniform Federal regulator for the in- 
dustry. We think that will not only ease a lot of the administrative 
costs and regulatory burdens we face, but it will be a real benefit 
to law enforcement in getting uniform information and uniform 
compliance. 

Mr. Orr. Dr. Paul, if I can comment briefly? 

Chairman Gutierrez. I will extend extra time so you can answer 
that. 

Mr. Orr. Thank you. 

Dr. Paul, you asked about privacy and whether we were inad- 
vertently contributing to the problem of sharing information. I 
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think most money transfer companies collect essentially the same 
information — name, address, the phone number of the remitter, 
and information on the recipient of the remittance. So there is not 
really much in the way of any sensitive information there. 

In terms of what the government does with the data that is 
turned over to them, it would typically be one of the government 
agencies with an intelligence — an antimoney-laundering function, 
probably the Treasury Department, that would mine this data. So 
I do not think there is a particular concern about the information 
from a suspicious activity report, for instance, being used for pur- 
poses that you would not support. 

In terms of the numbers of SARs, suspicious activity reports, 
that are filed, the regulators who were before a different sub- 
committee of this committee last week admitted in questioning that 
they do not even examine all of the SARs that are filed these days, 
and part of the problem, of course, is that financial institutions are 
filing these for defensive reasons these days. 

Chairman Gutierrez. Thank you, Mr. Orr. 

I recognize the gentleman from Minnesota, Mr. Ellison, for 5 
minutes. 

Mr. Ellison. Thank you, Mr. Chairman, and thank you for hav- 
ing this hearing. It is a very important issue. 

I want to thank all of the panelists as well. 

Mr. Haider, I know that MoneyGram has done extensive work in 
Central and Latin America, and I think it is good that people can 
get some income from their family members and loved ones here, 
but let me ask you about Africa and the Middle East. 

I come from a district where there is a large Somali community, 
and I know that they have institutions that they call hawalas, and 
there has been significant difficulty with their being able to do wire 
transfers to their loved ones in that part of the world. 

Can you tell me whether one of the administrative regimes or 
whether the — well, I guess, let me keep the question broad. 

Could you describe to me whether doing business in Latin Amer- 
ica and doing business in East Africa is similar or different? What 
are some of the differences? What are some of the different chal- 
lenges? 

Mr. Haider. Thank you, Mr. Congressman. 

There are a lot of challenges, country by country, in conducting 
remittance services, and it depends a lot on the regulations in the 
remit country. So, for example, in Latin America, we face fewer 
barriers than we do in some of the African countries. Somalia is 
a classic example. 

Today, there is no true central government there. There is no 
central banking system in Somalia, so, at MoneyGram, we are not 
serving Somalia today. 

We very much would like to. We know that there are consumers 
who greatly need this service, but due to the disruption of the gov- 
ernment there, the chaos, we simply do not feel that it is a prudent 
risk at this time to venture into that country. 

Again, sometimes it is due to the regulations in that country. 
Sometimes it is due to the regulations right here at home, and we 
recognize the fact that, if we take these kinds of risks and go into 
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certain countries, we are exposing ourselves to potential problems 
with our own regulators. 

Mr. Ellison. Well, when you talk about Somalia — and again, 
you know, my district — you know, our cards are up on the table — 
has more people of Somali ancestry than any other part of the 
country, including Columbus, Ohio. So I am going to ask some 
questions about that. 

How would you describe your risk in doing business with people 
who live in or near Somalia? I know a lot of their relatives are in 
refugee camps in Kenya or in Djibouti. Where does the risk lie? Is 
it on that side or is it on our side? 

Mr. Haider. It is a bit of both. We do serve the surrounding 
countries for Somalia. The biggest challenge today is to find rep- 
utable entities that could operate in Somalia and serve as our loca- 
tion there to pay out the transaction to the recipient. 

So it is very difficult to find, as I say, reputable entities that can 
represent us there and be relied upon to consistently pay out the 
proper amount to the citizens. 

Mr. Ellison. What about here? I mean, does MoneyGram en- 
counter sort of like a danger in terms of, perhaps, engaging in re- 
mittance activity because the U.S. regulatory system would raise 
flags about sending money to certain countries because of fears of 
terrorism that are, perhaps, legitimate? 

Mr. Haider. Certainly, there are situations like that. The Sudan 
is one example that quickly comes to mind. 

In the Sudan, we have to be extremely careful that none of our 
transactions are for a business purpose. They can only be for family 
remittances, and you are basically relying upon the truthfulness of 
the sender and the recipient that it is not connected to a business 
transaction, because the Treasury Department’s Office of OFAC 
prohibits most business transactions. 

So that is a constant challenge to know are these, in fact, truly 
family remittances? 

Mr. Ellison. Do you think that in the post- 9/11 world that we 
live in — after 9/11, you know, of course, there were a lot of legiti- 
mate reasons to sort of get some regulation down. 

Here we are in 2007. In this period since, have we gotten a bet- 
ter sense of how we can more accurately tailor our remittance pol- 
icy to keep the money away from the people we do not want to get 
it, but make sure it does flow to the people who we do want to get 
it? 

Mr. Haider. Well, I think with companies like MoneyGram and 
with my competitor. Western Union, and with your other reputable 
money transfer companies, we are taking very aggressive steps, a 
very large investment — 

Mr. Ellison. I am sorry, Mr. Haider. 

What I am getting at is: Are there some regulatory changes that 
we need to make now that we have learned a little bit more about, 
how to keep money away from people whom we do not want to get 
it? Do you understand? 

Mr. Haider. Absolutely. 

Mr. Ellison. Okay. Can you speak to that? 

Mr. Haider. Certainly, Congressman. 
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I think the number one change was what I alluded to a moment 
ago, and that would he a uniform Federal regulation of this indus- 
try. 

Today — I believe it was one of our prior witnesses who referred 
to the patchwork of regulation that exists for the industry today. 
It makes compliance an extremely burdensome process. I think the 
uniformity we would get from a Federal regulator would greatly en- 
hance the efforts that our Federal Government is attempting to im- 
plement post-9/11. 

Chairman Gutierrez. Thank you. 

Mr. Ellison. Thank you very much. 

Chairman Gutierrez. Congressman Marchant, please. 

Mr. Marchant. Thank you, Mr. Chairman. 

Back in my days in the State legislature, 10 or 12 years ago, we 
dealt with the whole issue on the Texas border of the casa de 
cambio, and we spent — now Congressman Cuellar and I spent sev- 
eral months working on that issue with the Federal Government. 
So it is a subject that I am vaguely familiar with. 

But many of you today have testified that there are gaps be- 
tween the State and Federal regulators in your business and that 
leaves you kind of exposed. Would you expand on that a little bit 
and tell me what could be done to plug those gaps up? 

Ms. LoVoi. Yes, sir. Thank you very much for the question. 

I am from Texas, and so I am familiar with the phenomenon that 
you are describing on the Texas border and the work done by many 
of your colleagues in both the Texas House and the Texas Senate 
on the subject, and I appreciate your efforts on this subject as well. 

We conducted a survey of 16 States to study State regulation. We 
did this in concert with two of our law firm partners. Appleseed ac- 
complishes a good deal of its work in partnership with pro bono 
work from law firms; WilmerHale and Cravath, and Swaine & 
Moore LLP have both helped us with this project. What we found 
is wide variation. We looked — and we will make our report avail- 
able to subcommittee staff so that you can have a little bit more 
detail on this subject. 

But, in essence, we looked at the regulation across about six or 
eight factors, and we found a patchwork. That word has been used 
earlier today, but, without going into a great deal of detail, that is 
what we found. 

We found great variation — there was not much attention to dis- 
closure, which was the topic of my testimony today. We had hoped 
to find consumer disclosure prior to the transaction and emphasis 
on posting, and we found neither of those. And, as you and I know, 
the casa de cambio and the various outlets that operate on the 
Texas border and in other communities around the country do have 
an emphasis on posting and prior transaction disclosure, and I 
would just summarize our research by saying that was something 
that we had hoped to find and did not find widely in State regula- 
tion. 

Thank you. 

Mr. Marchant. Thank you. 

Anyone else? 

Okay, it seems a number of you believe that the pressure put on 
banks to self-regulate and be the compliance officers was the incor- 
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rect approach and has resulted in a numher of closures. From your 
perspective, please outline the framework of Federal regulatory ac- 
tion that would ensure safety and soundness of the transaction and 
stop the crooks, while not being too burdensome to drive the indus- 
try underground. 

Mr. Grace. Credit unions, as I mentioned in my testimony, a 
limited number do provide services today to money service busi- 
nesses and essentially provide banking services to them so that 
they have a way to enter into the payment system and clear their 
funds. We have seen — 

In fact, I understand from the National Money Transmitter Asso- 
ciation that, in fact, credit unions in New York are the only entity 
right now in a big banking State that are providing new banking 
accounts to these money transmitters, and we think this is an op- 
portunity for credit unions to do that if they could expand their 
services to small businesses. Many of the competitors in the money 
transfer industry and where the price competition has come from 
is from small entities getting into the market and competing. It 
was referenced earlier that technology can keep them out. So we 
see that if new entrants can go ahead and provide services to some 
of these small businesses that there is an opportunity there for 
that. 

Mr. Marchant. Thank you. 

Yes, sir. 

Mr. Orr. Mr. Marchant, I alluded in another question to a hear- 
ing held in this committee room 10 days ago with the regulators 
and mostly commercial banks. Commercial banks did a lot of whin- 
ing about how hard it was to comply with all the regulations, and 
the regulators made a lot of self-serving comments about how hard 
they were working at this. But, you know, if you sort of step back 
and say, you know, what kind of system would give government the 
information they need to prevent the kinds of financing that we all 
want to see stopped — money laundering, terrorist financing, drug 
financing — it would be to have the government mine the data from 
the entire industry, from credit unions, commercial banks, money 
transfer companies and everybody else in a systematic way and 
find the patterns of suspicious activity and go after the wrongdoers. 

The system that has evolved has each one of those individual in- 
stitutions searching its own files for this sort of information in a 
fairly inefficient way, frankly. I mean, we are mostly financial pro- 
fessionals or, in some cases, grocery store clerks and that sort of 
thing with no background in identifying the kinds of activity that 
the intelligence community and others are professionals at. So if 
you could somehow shift that back into the role of the government. 

Of course, the industry, the industry I speak for, would love to 
be rid of the obstacle. But the advantage of being rid of it would 
be we could lower our prices to our clients. That would be a salu- 
tary effect. 

Mr. Marchant. Thank you very much. 

Thank you, Mr. Chairman. 

Mr. Clay, [presiding] I thank the gentleman from Texas for that 
line of questioning. 

Ms. Ibarra and Ms. LoVoi, both of you stressed the importance 
of a promised date of delivery in your testimony. But Mr. Thomp- 
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son testified that in transfers to certain countries it is difficult or 
even impossible to promise an exact date of delivery due to restric- 
tions in the recipient countries. This is beyond the control of remit- 
ters. So how should we handle those instances where a promised 
date is just not possible? And we will start with Ms. Ibarra. 

Ms. Ibarra. Thank you for the question. 

I think that we need to form a task force or a commission where 
we bring people together, industry and consumer advocates and 
civil rights organizations, to talk about what these challenges are 
and to come up with some uniform processes. How do we conduct 
oversight and how do we create these uniform disclosures? And we 
can look at this issue as well and see what the challenges are and 
how we can improve the system for consumers, particularly with 
issues that they care about, such as date of delivery, guaranteed 
location spots, and other issues. 

But I think, you know, your question is technical. I would like 
to hear how the industry would respond to that. But, from our per- 
spective, it is important to consumers, and that we need to come 
together to look at the challenges and try to come up with some 
good solutions. 

Mr. Clay. How about you, Ms. LoVoi? 

Ms. LoVoi. Thank you very much for the question. 

We conducted focus groups with senders in 4 States to try to de- 
termine what factors are most important to the senders, and what 
we learned is that predictability of transfer is of paramount impor- 
tance. The senders want to know how much money will be received 
in a foreign country. But almost equally important, they want to 
know what is the date and time of delivery. 

So we learned from the testimony earlier this morning that some 
of the companies are able to provide immediate transmission where 
there are good pickup points in the foreign countries, and there are 
many of these in Mexico. So, in those instances, the sender can let 
the receiver know that they will receive their money immediately. 

In more difficult countries, such as the one that Congressman 
Ellison described, Somalia, there may be difficulties in that envi- 
ronment. 

So I would suggest that what the sender and receiver both are 
looking for is predictability. If it is going to take a week, if it is 
going to take 4 days, if it is going to take 2 V 2 days, let us just tell 
both parties and have an advance disclosure so that there are no 
surprises on either end. 

And thank you for your question. 

Mr. Clay. Thank you so much. 

Mr. Grace, I agree with all of your testimony regarding the role 
of multinational development banks and USAID in leveraging re- 
mittances in developing countries. 

One of the items you mentioned is expanding our voice in vote 
language from H.R. 928 to include all of the development banks, 
not just the Inter-American Bank. I agree wholeheartedly, but I 
would like to hear your thoughts on what specifically we should in- 
clude in our voice and vote requirements for the development 
banks. 

Mr. Grace. Certainly. Thank you very much for the question. 
Absolutely. 
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The Inter-American Development Bank has brought an awful lot 
of attention to this issue. But many of the other development 
banks — the Asian Development Bank, the African Development 
Bank — simply haven’t been engaged in the issue. About 3 weeks 
ago, Mr. Chairman, I was in China with the Asian Development 
Bank and the leaders in that agency on microfinance, and nowhere 
in the discussion did it come up on the radar. 

I think it is an issue that needs to be recognized as important 
not only for Latin America but important for Asia and Africa as 
well. So I think you could include simply adding those other multi- 
lateral development banks into the bill, as well as encouraging 
them, and ensuring that the United States Agency for Inter- 
national Development, USAID, is not limited in any future bill to 
working just in Latin America. But USAID’s remit is global, and 
any language in the bill should be global in nature. 

Mr. Clay. Thank you for that response. 

We are about to have a series of votes on the Floor. I want to 
thank all of the witnesses for their testimony and their answers to 
the questions today. 

We will keep the record open for 30 days, and we will conclude 
this hearing. Thank you all for being here. The hearing is ad- 
journed. 

[Whereupon, at 11:10 a.m., the hearing was adjourned.] 
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Dr. Paul's Opening Statement 
DIMP Remittance Hearing - S.17.07 


It is clear to most people that remittances provide a significant economic boost to many South 
American and Latin American countries. Remittance flows to some countries dwarf foreign direct 
investment and foreign aid and have a beneficial effect on economic development, enabling low- 
income families to better their situations. The effect of remittances on development showcases the 
beneficial effects of market-based interaction to improve peoples' lives. 

Some legislative proposals would require wire transfer services and other money services businesses to 
comply with elements of the REAL ID Act. While often well-intentioned, such measures, aside from 
infringing constitutional liberties, w'ould have the effect of creating a thriving black market financial 
system which would make it even more difficult for law enforcement to track truly criminal financial 
transfers. 

Heavy-handed government intrusion into the operation and regulation of money services businesses 
would also have the effect of raising the costs of doing business. Money service businesses have done 
a good job of identifying and serving their customers' needs. Healthy competition has led to a 
reduction in fees over the years so that money services businesses are accessible to more and more 
consumers. As some of our witnesses will attest, even the threat of regulation can have a chilling effect 
on the operation of money services businesses. The money services market has done an admirable job 
of self-regulation so far. The worst thing Congress could do is intervene in an overly forceful manner 
and undo all the good things that have been done so far. 
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Chaimnm Gutierrez, Ranking Member Paul, and members of the Subcommittee, I am 
David Grace, Vice President of the World Council of Credit Unions in Madison, 
Wisconsin. I also serve on the Board of Directors of Latino Community Credit Union, the 
nation’s fastest Rowing credit union. I appreciate the opportunity to appear before the 
Subcommittee today on behalf of the Credit Union National Association (CUNA) and the 
World Council of Credit Unions (WOCCU) to address the issue of remittances. CUNA is 
the largest credit union advocacy organization, representing over 90 percent of our 
nation’s 8,500 federal and state chartered credit unions and their 89 million members. 

The World Council of Credit Unions is the global trade association and development 
agency for the international credit union movement and represents over 42,000 credit 
unions in 92 countries. 

Beginning in 1997, WOCCU started working with its members on the sending and 
receiving end of remittances to facilitate money transfers among credit imions. In 2001 
the project became formalized and WOCCU's IRnet service was launched in partnership 
with Vigo Remittance. Today we work with MoneyGram and Vigo Remittance to 
fecilitate transactions through approximately 300 credit union locations throughout the 
United States and 900 rural and urban credit union locations in Mexico, Honduras, El 
Salvador, Guatemala, Bolivia, Ecuador, Jamaica, Nicaragua and Kenya as distributors of 
remittances. We believe that these activities and the $1.5 billion that has been 
transmitted through \Rnet program since its inception makes it one of, if not the largest, 
remittance program of any microfinance network. During this timeframe we have 
helped bring attention to the issue of remittance, provided additional alternatives for 
consumers and lowered the fees that credit unions have charged for such services. 

I would like to address three areas in my remarks this morning: 1) the role U.S. and 
foreign credit unions play in facilitating access to financial service for working 
individuals, 2) how remittance costs can further be reduced; and 3) the role that the multi- 
lateral banks and the United State Agency for International Development (USAID) can 
play in achieving these objectives. 
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1. Role of Credit Unions in Remittances and tibie Link to Access to Financial Services 
Credit unions around the globe serve over 157 million working individuals. As member 
owned financial cooperatives, cr^t unions are by their nature consumer-oriented. As 
such, it should not be surprising that CUNA and WOCCU support transparency of 
remittance transactions. Since becoming engaged in this service, we have ensured fiiat 
our service providers meet the highest standards for transparency and with the exception 
of promising delivery times, credit unions have complied for years with the provisions of 
H.R. 928, the International Remittance Consumer Protection Act of 2005 introduced last 
Congress by Chairman Gutierrez. 

Earlier this month, the WOCCU, the Inter-American Dialogue and others issued a policy 
guidance report titled "'Making the Most of Family Remittances”. This report 
demonstrates that between 10% to 50% of the remittance receivers in credit unions in 
Central America are opening new accounts - rates that are much higher than in 
commercial banks. 

WOCCU’s research, which has been supported by USAID, shows that without 
remittances, 62% of remittance receivers in Guatemalan credit unions would have very 
little income and 40% would be living on less than $1 per day. As a result of receiving 
remittances throu^ a credit imion, over 60% of these consumers had incomes above the 
gross national income per capita in Guatemala of $2,400. 

Our most recent work on the ground in rural Guatemala with USAID indicates that 
remittance receivers in the heaviest migration zones have unmet needs for additional 
financial services. Credit unions’ experimentation with remittance linked products shows 
that consumers are interested in remittance backed home loans and micro-enterprise loans 
and to a lesser extent, direct deposit or remittances. 

In part, due to enabling legislation passed last year in Congress, of which Chairman 
Gutierrez was an unwavering champion, for the first time U.S. credit unions are able to 
compete with the comer grocery store and provide check cashing and remittance services 
to non-members within their fields of membership. We are now seeing increased 
remittance volumes sent by US credit unions and innovations in the market. For 
example, the largest credit union in South Carolina has decided to offer free remittances 
to any new members. Many other credit unions are incorporating remittances into larger 
service offerings including tax preparation support and first time mortgages for new 
Americans. 

A frequently overlooked area is that some U.S. credit unions are also providing banking 
and settlement services for smaller money transmitters that have had their accounts 
closed at large commercial banks. If Congress were to restore credit rmion’s ability to 
actively serve small businesses and add underserved areas to their fields of membership, 
as found in the Credit Union Regulatory Improvements Act, H.R. 1537. I believe that we 
would see further innovation and service to immigrant communities. 
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2. Reducing the Cost of Remittances 

In nearly every developing country where unions exist, the majority of the credit 
union offices are located in rural areas. In action, like with U.S. credit unions, foreign 
credit unions are generally organized in a highly cohesive network structure. These 
characteristics along with sheer number of loc^ons and their experience in managing 
liquidity make credit unions an ideal partner for many money transmitter organizations 
(MTOs). 

The two clearest avenues to further reduce file cost of remittances among credit unions 
are: 1) eliminating exclusivity requirements by MTOs to facilitate competition; and 2) 
facilitating access to the payments sj^tems and card networks for regulated non-banks, 
including microfinance institutions and credit unions. 

Exclusivity 

An outcome of the Group of Ei^t’s (G8) Sea Island Summit in 2004, was that the 
Ministers of Finance agreed to an action plan to facilitate remittances. WOCCU has 
worked extensively with the World Bank and the Bank for International Settlements on 
the development of the General Principles for International Remittances which flowed 
out of the Sea Island Summit. CUNA’s voluntary principles for international remittances 
are included in this guidance from the World Bank. 

Within these General Principles for International Remittances is the call for competitive 
market conditions. We believe there is a need to eliminate the pervasive use of one-way 
exclusivity contracts in the remittance market. Many of the firms utilizing such contracts 
are US-based companies. If this competition-limiting practice were eliminated we 
believe prices would again decrease for remittances. We find this practice particularly 
untenable in countries where government offices are forced to enter such arrangements. 

Access to Payment System 

In the majority of developing countries, including large remittance markets such as 
Mexico, Colombia, Ecuador, Kenya, Brazil, Guatemala and Dominican Republic, credit 
unions must rely on local banks (which are increasingly also competitors) to clear and 
settle their remittance flows with an MTO. As a result, remittances processed through 
credit unions have higher cost structures than they otherwise could or should have and 
put receiving credit unions at risk of default from MTO as credit union branches must 
provide payment to receivers before being paid by the MTO. Having to wait longer for 
settlement of funds increases the risk to distributing credit unions. In addition credit 
unions are often shut out from direct membership in debit and credit card networks as a 
result of their non-bank status. This has a severe impact as new technologies are adapted 
for remittances but credit unions and microfinance institutions are shut out from their 
adoption. 

We reject the notion that equitable access to a payment system or debit/credit card 
networks is the possession of a “banking” license especially where credit unions are 
supervised by the same government agency supervising bmiks and at times must adhere 
to stricter prudential standards. 


Credit Utiioii National Association, Inc. 
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We frequently hear the line of argument against such direct access being that credit 
unions and microfmance institutions are too small to be able to afford access and too 
unsophisticated to be granted access widiout creating “systemic” risk. The irony is that 
credit unions are allowed to accq)t public dq>osits but hampered in their ability to offer 
efficient and secure payments for their manb^. We have found that commercial banks 
often restrict such access to limit competition. Alternatively, we have seen governments 
(e.g., Mexico) determine they will allow payment system access for credit unions only 
through a government development bank, which also directly competes with credit 
unions in the provision of retail financial services. 

It was the Monetary Control Act that finally opened up the payment system for US credit 
unions in the early 1980s and allowed them to actively enter the payment system. This 
ultimately benefited all consumers through greater competition and choice. For the 
benefit of consumers abroad, the multilatoal development b^iks. Treasury and USAID 
should work with foreign governments to allow ^eater payment systems and debit/credit 
card access for regulated microfinance institutions and credit unions. 

International ACH 

In testimony to the Senate Banking Committee in early 2002 and again late 2003 CUNA 
and WOCCU encouraged the development of a connection between the US and Mexican 
ACH systems which would allow craiit unions on both sides of the transaction to directly 
access the payment system. To help support the start-up of what has become the Directo- 
a-Mexico program, WOCCU provided the Federal Reserve System with the names and 
details of the most promising U.S. credit unions for inclusion in the system. One of those 
credit unions, Latino Community Credit Union, is now the second largest originator of 
remittance transfers among all financial institutions in the Directo-a-Mexico service. 

Much to our dismay, Mexican credit unions still cannot directly access this payment 
service. This makes the service less accessible to working individuals in rural Mexico 
where most of the migration stems from. While potentially detrimental to our own 
program, we supported the development of this service because of its long term potential 
to help a segment of the remittance market. However, as a global organization, WOCCU 
cannot support or promote the Directo-a-Mexico program until credit unions in Mexico 
are given the same rights of direct access to their national payment system as American 
credit unions enjoy. 


5. Role of Multilateral Development Banks and USAID 

In some developing countries (e.g., Brazil, Dominican Republic) we still experience 
regulatory ambiguity and/or a clear prohibition of credit unions from being able to offer 
remittance distribution services. We believe that the Sea Island Summit action plan is 
direct in its intention to ensure that credit unions and other microfmance institutions 
deepen remittance activities. Clear positions and actions through the multi-lateral 
development banks, Treasury and USAID encouraging foreign governments to allow 
credit unions to offer remittance services would help significantly in this regard. 


Creilit Union National Association, Inc. 




30 


As discussed above, credit unions on both die sending and receiving sides of the transfers 
are offering the product for similar le^ons. The service enables credit unions to leverage 
their existing infrastructures to offer money transfers and thereby develop new 
relationships. Much like how checking accounts are offered at or below costs to build 
relationships for financial institutions, credit unions are able to offer remittance services 
as a relationship product with the expwtation that income will be generated from such 
members down the road. This positioning of the product and the non-profit status of 
credit unions, enable them to undercut prices of the for-profit money transfer companies 
and generate revenue on the relationships that can be built. In contrast, the major money 
transfer companies are publicly traded firms that must maximize their profits solely from 
the fees. 

Lastly, while remittances to Latin America and the Caribbean have justifiably received 
significant attention, largely due to the good work of the Inter-American Development 
Bank, the other multilateral development banks should be encouraged to study and 
promote efficient remittances and the direction for USAID in this area should not be 
regionally specific. While many remittance markets in Latin America have experienced 
rapid reduction in cost as a result of competition, much of Africa and Asia still resembles 
practices in Latin America a decade ago. 

Conclusion 

Credit unions throughout the country are leading the way in ensuring that immigrants 
have access to affordable remittance and financial services. We want to work with 
Congress and the Administration to further these efforts through the development of more 
efficient, consumer-oriented payment mechanisms that would encourage financial 
instifritions to reach out to this market. Such efforts should also ensure that the Congress 
restores credit unions’ ability to provide small business loans to new Americans and 
allows for greater service to undersevered communities. 

Thank you for holding this very important hearing. We would welcome the opportunity 
to continue meeting with the Committee to explore ways to improve the delivery of 
international remittances. 
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Good morning Mr. Chairman and members of the Committee. My name is Tom Haider, 
and 1 am the Vice President and Chief Compliance Officer for MoneyGram International. Thank 
you for providing me the opportunity today, on behalf of MoneyGram, to speak with the 
Committee about issues affecting remittances, including the regulation of money transmitters and 
the ongoing bank discontinuance problem for Money Services Businesses’ (MSBs). 

Company Background 

MoneyGram is an international payment services company doing business in more than 
170 countries and territories, through more than 1 14,000 locations. The locations that sell 
MoneyGram’s services, commonly referred to as “agents,” include banks, credit unions, 
supermarkets, convenience stores, and other retail locations. In the U.S., MoneyGram is licensed 
and regulated as a money transmitter by the majority of states, most often through the state 
banking department. In addition, MoneyGram fiilly complies with the Bank Secrecy Act, the 
USA PATRIOT Act, and is registered with the Treasury Department as an MSB. MoneyGram is 
also a member of the Money Services Round Table, which is a coalition of the leading money 
transmitters in the U.S. and whose other members include: American Express Travel Services, 
Western Union, Comdata Network, Travelex Americas, Sigue Corporation, and Ria Financial 
Services. 

Remittances 

Chairman Gutierrez, MoneyGram appreciates the leadership that you have brou^t to the 
issue of remittances, and we look forward to working with you, your staff and members of the 
Committee on ways to bring greater transparency to remittance transactions. MoneyGram 
strongly supports legislation that would establish a federal regulator to license and regulate the 
money transfer industry. MoneyGram believes a federal regulator would benefit consumers, law 
enforcement, the banking community, and the money transmitter industry. Today, there is 
widespread inconsistency in the regulation of the industry. This leads to unnecessary 
administrative costs for the industry, which leads to higher costs and inefficiencies for 
consumers. The banking community, which continues to retreat from providing services to 


^ Money Services Businesses “MSBs” are defined in 31CFR103.nuu, and iiKlude money transmitters, money order issuers and sellers, check 
casheis, travelm check issuers and sellers, and stored value providers. 
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MSBs, is skeptical of the cun'ent regulatory regime and would gain greater confidence in the 
industry if it were subject to an effective federal regulator. Furthermore, law enforcement’s 
battle against money laundering and terrorist financing would be enhanced through uniform 
regulation of the industry that would make it easier to detect illegal use of MSB services. 
MoneyGram believes an effective, federal regulator could be the best solution to these 
challenges. 

MoneyGram, however, is opposed to simply adding a layer of federal regulation on top of 
existing state regulation since that would only increase compliance complexity and costs to the 
industry. Those additional costs would ultimately be passed along to consumers, defeating the 
long-term goal of reducing inefficiencies and costs for remittance consumers. As noted in the 
“General Principles for International Remittance Services,” issued by the Committee on Payment 
and Settlement Systems and The World Bank in January 2007: “It is important that any 
regulation balances the benefits of increased safety and soundness against the potential costs in 
lost efficiency, competition and innovation. Complying with regulations can often be costly and 
therefore may drive up remittance prices. Regulations can also be a barrier to entry and thus 
restrict competition.” (Principle 100.) 

MoneyGram is proud to have been a leader in bringing lower, more simplified pricing to 
tlie remittance industry. MoneyGram has led the way in reducing fees and exchange rates for 
guest workers sending money home to Latin America and other regions. For example, at the 
time the current management took over MoneyGram in 1998, the average foreign exchange rate 
was nearly 7%; but today the global blended exchange rate is less than 2%, and less than 1% for 
many parts of Latin America. (The exchange rate represents the cost that a money transmitter 
incurs in converting a transaction from the currency of the sending country to the currency of the 
receiving country.) Likewise, during this same time period the average fee per transaction has 
dropped from nearly $22 to less than $10 for most transactions to Mexico and Latin America. 

MoneyGram has also been a leader in the development of simplified pricing to the 
remittance industry. No longer do consumers struggle with complicated pricing charts that vary 
the transaction fee, in $50 or $100 increments, depending on how much money is to be sent. 
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Instead, using the MoneyGram service today, consumers can send up to $!,000 to most countries 
for a flat fee of less than $10, with a foreign exchange rate of less than 2%. These reduced fees 
and exchange rates reflect MoneyGram ’s commitment to provide consumers with an affordable, 
reliable and convenient payment service. 

Of course, we recognize that in the opinion of some groups, almost any fee will be 
viewed as too high. But at least one respected, independent organization has noted that fees are 
just about as low as they can go. in its May 2007 report entitled “Making the Most of Family 
Remittances,” the Inter- American Dialogue reported “For some destinations, MTO [money 
transfer operator] costs make it difficult to bring prices down much further. The average cost of 
managing a remittance collection point (which includes rental or purchase of space, salaries, and 
equipment) is about $7 per transfer. In recipient countries, additional investments have to be 
made in delivery services, with expenses varying from place to place. For instance, a money 
transfer to Mexico costs about 5 percent of the amount sent, and this charge cannot be reduced 
much more - even with the adoption of innovative business models and new technologies.” 

In addition to lower fees and exchange rates, MoneyGram also provides consumers with 
a detailed receipt that indicates: the amount of money the “sending consumer” has paid; the 
exchange rate that will be applied to the transaction; all fees related to the transaction (and with 
MoneyGram the “recipient” is never charged a fee); and, most importantly to the consumer, the 
amount of local currency that their recipient will receive. 

MoneyGram urges Congress to exercise caution before deciding to add more terms and 
conditions to consumer receipts. Too many requirements can be counter productive by cluttering 
the receipt with so much well-intentioned information that it actually camouflages the 
information that is most important to the consumer. 

MoneyGram also maintains a toll free phone number that consumers can call if they have 
questions about a transaction, including rates and fees for any transaction they plan to make in 
the future. MoneyGram’s customer care center is staffed 24 hours a day, seven days a week, by 
multi-lingual personnel. So with MoneyCram, you can speak to a “live” person when you have a 
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question, and you never pay a fee for that service. In addition, MoneyGram gives customers that 
send money within the Western Hemisphere a free calling card that they can use to notify their 
recipient that the transaction is on its way. 

Another convenient feature of a MoneyGram transaction is that once the transaction is 
sent, the funds are available to be picked up by the recipient within minutes in the local currency. 
For example, the MoneyGram service is so quick that a sender could be in a MoneyGram 
location in Chicago and as soon as they pay for the transaction, they could call their recipient 
who is already in a MoneyGram location in Argentina, give them the transaction information, 
and the recipient could then go to the counter and collect their cash in Argentinean pesos. 

Still another valuable aspect of the MoneyGram service is the extensive network of 
locations through which transactions can be sent and received, which includes thousands of bank 
branches in the XJ.S. and around the world. MoneyGram believes consumers are best served 
when banks and money transmitters work together to deliver remittance services. Unfortunately, 
we are seeing too many statement lately that portray bank-owned remittance programs as 
somehow better for consumers than those of traditional money transmitters. These statements 
are often linked to proposals that seek to provide assistance to bank-owned remittance programs, 
at the expense of traditional money transmitters. 

MoneyGram agrees that it is important for consumers to be “banked” and that in the 
long-run it will help consumers improve their economic opportunities. But MoneyGram also 
believes traditional money transmitters can play a critical role in this transition. Un-banked 
consumers who are new to the U.S. generally are not quick to open a bank account, but rather 
tend to move towards a banking relationship over time after they have established themselves in 
a community. In the meantime, those individuals still need the services of a money transmitter, 
and if that money transmitter is a partner with a bank it will be far easier for the consumer to 
transition to becoming a banked customer. 

Furthermore, those consumers who are banked still need the broad network of agent 
locations provided by traditional money transmitters. Throughout the U.S. and around the world. 
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MoneyGram’s service is available in many ethnically owned and operated locations that serve 
consumers by remaining open long hours and on weekends, and are staffed by workers who can 
conduct transactions in the consumer’s native language. This network of non-bank agents is 
equally important to consumers in the U.S. and the countries where the money is destined to be 
received. 

An article in the Minneapolis Star Tribune on September 24, 2006, entitled “Wire for 
Growth,” highlighted the value of the partnership between banks and money transmitters. The 
article quoted Trent Spurgeon, Vice President of Product and Segment Management at U.S. 
Bancorp on tire issue of remittances. “If you look at the regulatory scrutiny since 9/1 1, w'hile 
good-intentioned, it made it virtually impossible for banks to serve (money transfer customers) 
economically,” Spurgeon said. “You have to have critical mass to keep up with it.” The article 
said that for U.S. Bancorp, “It made more sense to partner with MoneyGram because of its well- 
known brand and large agent network.” 

Bank Account Concerns 

One of the most pressing issues facing MSBs today is bank account discontinuance. The 
problem is one in which banks are either closing the accounts of existing MSB account holders 
or refusing to open new accounts. MoneyGram’s CEO testified on this issue before the House 
Financial Services Subcommittee on Financial Institutions on June 21, 2006. Also testifying at 
that hearing were representatives of various federal regulatory agencies who promised to address 
the issue. Unfortunately, those agencies have yet to take any action on the issue and the problem 
has not gone away on its own. It is an issue that can only be resolved by the federal banking 
regulators who must remove the onus they have put on banks to conduct a due diligence analysis 
on the compliance programs of their MSB account holders. In essence, banks are being forced 
into the role of acting as the de facto regulator for MSBs. 

In an attempt to solve this problem, MoneyGram has joined with other MSBs and various 
bank trade associations to draft legislation that would give banks the ability to rely on a 
certification by their MSB account holders that they are in compliance with the anti-money 
laundering requirements. We will soon be bringing this legislation to members of this 
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Committee for their support. Of course, we do not know whether the legislative proposal will be 
embraced by the federal bank regulators. However, we do know that we cannot continue to wait 
for action by the regulators as the issue will languish without Congressional involvement. 

That is why it is important to develop a comprehensive solution to the bank 
discontinuance problem. Such a solution must combine two elements: first is elimination of the 
pressure that regulators have placed on banks to be the anti-money laundering compliance 
enforcer for their MSB account holders, and second is creation of a comprehensive federal 
regulator for money transmitters. This solution, as previously noted, is good for all parties. As 
several senior Treasury and law enforcement officials have noted, it would be a serious blow to 
anti-money laundering and terrorist financing prevention if the money transfer industry was 
driven underground due to the loss of banking services. 

MoneyGram takes very seriously its anti-money laundering compliance duties. At 
MoneyGram, nearly 4% of our entire workforce is dedicated exclusively to compliance and fraud 
prevention. In addition, MoneyGram spends millions of dollars on technology and training to 
comply with the regulatory requirements and to assist its agents with meeting their compliance 
obligations. But MoneyGram and its agents can only continue to make these investments if there 
is unimpeded access to banking services and if regulatory mandates do not overwhelm their 
ability to operate in an efficient manner. 

The impact of the regulatory burden on remittance fees was noted in the previously cited 
Inter-American Dialogue report, entitled “Making the Most of Family Remittances.” The report 
noted, “[t]he U.S. post-9/1 1 regulatory environment has added to the cost of sending remittances. 
Tighter regulations and compliance with new anti-money laundering legislation have raised 
MTO [money transfer operators] costs of doing business.” The report went on to say, “no one 
gains when legitimate businesses unnecessarily get caught up in enforcement actions. The 
regulators waste resources, the cost of doing business goes up, and - in the case of remittances - 
low-wage immigrant workers and low-income families pay a high cost.” 


7 



38 


Conclusion 

I want to thank you, Mr. Chairman and members of the Committee, for the honor of 
having the opportunity to present testimony on behalf of MoneyGram International. We truly 
appreciate your continued interest in improving the remittance climate in the U.S. for consumers, 
banks and money transmitters. We look forward to working with you and your staff on 
advancing the issues discussed today. We at MoneyGram are proud of our company’s strong 
efforts in the fight against money laundering and terrorist financing, and we remain dedicated to 
working with Congress, regulators and law enforcement officials to defeat the attempts by 
criminals to use any of our services for illegal purposes. Mr. Chairman, we hope that you will 
view us as a partner in this effort and will call upon us for whatever assistance we can provide. 
Thank you again. 
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I. INTRODUCTION 

Mr. Chairman and Members of the Subcommittee, thank yon for inviting me to provide expert 
testimony on the importance of remittances for Latinos. Over the last few years, I have had the 
opportunity to exatniine the remittance market in the context of broader challenges that Latinos 
experience in the financial services market This body of work is reflected in several major 
publications including the Remittance Transfer Market, Financial Counseling: A 

Meaningful Strategy for Building Wealth in the Latino Community; Latino Credit Card Use: 
Debt Trap or Ticket to Prosperity?; and Closing the Wealth Gap: Eliminating Structural 
Banders to Braiding Assets in the Latino Community} 

The National Council of La Raza’s^ (NCLR) mission is to improve opportunities for Hispanic^ 
Americans living in the U.S. Part of this mission includes realizing public policy and 
programmatic initiatives that improve the opportunities and the ability of Hispanic families to 
build wealth and move permanently into the ranks of the American middle class. The most 
recent household wealth survey shows that the median net worth of Hispanic households is 
$7,932, compared to $88,651 for White non-Hispanic households.'* Individuals need a strong 
relationship with a financial institution if they are to build wealth. Yet, approximately 32% of 
Latinos lack a basic checking or savings account^ Latinos are also more likely to have no or 
very low credit scores.® As a result, many Latinos rely on payday lenders, check cashers, wire 
transfer companies, and pawn brokers to meet their financial service needs and often pay more 
than necessary to conduct basic financial transactions. 

Remittance products may serve as a gateway to banking Latino individuals and families. 
Remitters who become accountholders have access to a wider menu of financial products and 
services that help facilitate saving and asset development. Still, many Latino families continue 
to face barriers in accessing basic banking services. For example, many mainstream financial 


' These publications are available atsaayjolrarg. 

^ The National Council of La Raza (NCLR) - the largest nadonai Hispanic civil rights and advocacy organization in 
the United States - works to improve opportunities for Hispanic Americans. Through its network of nearly 300 
affiliated oommunily-based organizations (CBOs), NCLR reaches millions of Hispanics each year in 41 states, 
Puerto Rico, and the District of Columbia. To achieve its mission, NCLR conducts applied research. poUoy 
analysis, and advocacy, providing a Latino perspective in five key areas - asscis/investments, civil 
rights/immigration, education, employment and economic status, and health. In addition, it provides capacity- 
building assistance to its Affiliates who work at the state and local level to advance opportunities for individuals and 
families. Founded in 1968, NCLR is a private, nonprofit, nonpartisan, tax-exempt organization headquartered in 
Washington, DC. NCLR selves all Hispanic subgroups in all regions of the country and has operations in Atlanta, 
Chicago, Las Angeles, New York, Phoenix, Sacramento, San Antonio, and San Juan, Puerto ^co. 

^ The terms "Hispanic” and “Latino” are used interchangeably by the U.S. Census Bureau and throughout this 
document to identify persons of Mexican, Puerto Rican, Cuban, Central and South American, Dominican, and 
Spanish descent; they may be of any race. 

*' Kocfahar, Rakesh, The Wealth of Hispanic Hoitseholds: 1996 to 2002, Washington, DC: Pew Hispanic Center, 
2004. 

* Stored Value Cards: Challenges and Opportimttiesfor Reaching Emerging Markets, The Center for Financial 
Services Innovation, April 2005, 

® See Stegman, Michael, et ai., ‘'Automated Underwriting: Getting to ‘Yes’ for More Low-Income Applicants," 
Presented before the 2001 Conference on Housing Opportunity. Research Institute for Housing America, C«ter for 
Commimity Capitalism, University ofNorth Carolina-Chapel Hill, April 2001. Report shows that 22% of Hispamc 
borrowers had no credit score compared to 4% of Whites and 3% of Afiican Americans. 
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institutions maintain identification requirements that effectively bar many Latinos from opening 
a basic checking or savings aocotmt. Moreover, many banks and credit unions do not offer a 
remittance product. Banks and credit unions have captured only a 3% share of the remittance 
market 

Although familiarity, convenience, and simplicity has driven remitters to rely on money transfer 
organizations (MTOs) to meet their needs, several issues exist that have made the market less 
efficient and, therefore, less beneficial for consumers. This statement will briefly outline key 
issues in the remittance transfer market and provide policy recommendations to improve 
efficiency and fairness in the market. 

n. BACKGROtMD 

Global remittances reached $232 billion in 2005.^ An estimated $50 billion was remitted from 
the U.S. to Latin America alone. Approximately 73% of Latinos send money to their family and 
community abroad, typically between $250 and $300 per month.® On the receiving end, family 
and fiiends use remittances to pay ibr their everyday basic needs such as food, housing, and 
utilities. Remittances are also used by recipients to pay for education, health care, and to start a 
small business. 

The fees associated with sending remittances have dropped in recent years due to iucreased 
competition in the market. The average cost to remit $200 to Mexico was $12 in 2005, 
compared to $30 in the mid- 1 990s, leading to billions in savings for remitters.*' Still, reductions 
in the costs to send remittances have been uneven. There are more than 100 MTOs facilitating 
remittances to Mexico, the largest remittance channel from the U.S. to Latin America. In 
geographical areas where remittances are less substantial, and where technological infi-astructure 
is limited, the cost to send remittances has not dropped at a comparable rate. Moreover, migrants 
tend to work in the lowest-paying jobs. Even the cheapest remittance service provider may 
charge fees that are burdensome for these workers. 

In addition to a flat fee charged to the remittance sender, and any taxes, fees may be charged to 
family and/or fiiends on the receiving end. The total price of the remittance transfer also 
depends on the exchange rate that is applied to the transaction. Remittance transfer providers 
charge a margin above the wholesale exchange rate to cover any losses, known as the exchange 
rate spread. Moreover, remittance service providers post different exchange rates, which tend to 
fluctuate on a daily, even hourly, basis. This makes it difficult for MTOs to post a remittance 
price and for consumers to know the true cost of remitting money at the point of purchase. 

Remittance service providers are regulated at the state and federal level. The current regulatory 
framework at the federal level is not intended to protect consumers, but to address day-to-day 
operations and national security concerns, such as money laundering and suspicious activity. 
Financial institutions are required to comply with a multitude of state and federal regulations 


^ Making the Most of Remittances, Second Report of the Inter-American Dialogue Task Force on Remittances, May 
2007. 

‘ibid. 

‘Ibid 
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from various governmental agencies to ensure compliance with the Bank Secrecy Act, Anti- 
Money Laundering regulations, and the U.S. PATRIOT Act. 

Although the current regulatory framework is rasential for national security purposes, it is vague 
and confusing. Many mainstream financial institutions are reluctant to offer or heavily market 
remittance products and services to the community. This is especially true for smaller financial 
institutions that fear that welcoming a large immigrant clientele will expose their institutions to 
investigation by federal officials. As a result, an opportunity to connect remitters to mainstream 
financial institutions and asset-building products and services is missed. 

III. ISSUES 

The flow of remittances from the U.S. is substantial and growing. More Latinos in the U.S. 
remit money than maintain basic checking and savings accounts with mainstream financial 
institutions. In light of this, there is an enormous opportunity for lawmakers and industry leaders 
to develop the U.S. remittance market in a way that more effectively integrates Latinos into the 
financial mainstream. Positive and effective market reforms that increase efficiency and 
establish consumer protections would malce a significant difference in the economic lives of 
many individuals and families living in the U.S. and abroad. Key consumer issues, such as the 
lack of clear industry standards, strong consumer protections, and limi ted outreach efforts, are 
outlined below. 

Lack of clear industry standards. The lack of clear industry standards limits the ability of 
remitters to make informed choices when selecting a remittance service provider. For example, a 
growing number of MTOs provide itenuzed receipts to remitters following completion of the 
transaction. However, the information on these receipts varies widely from one company to the 
next, which may lead remitters to having difficulty comparing transaction costs. Additionally, 
the information on many receipts is incomplete. According to one focus group study, remitters 
are also concerned about the reliability of pick-up locations and want a guaranteed time of 
delivery.'® Information addressing these concerns is often not disclosed. 

In addition to the lack of uniform disclosures, there are no indusby-wide accepted standards 
regarding the type of pre-transaction information that should be available to remitters. Since 
current disclosures come in the form of post-transaction receipts, key transaction cost 
information is provided only after a remitter has committed to using a remittance service 
provider and completed the transaction. Additionally, remittance service providers are not 
required to provide disclosures in languages and formats that all remitters can understand. 
According to the World Bank, language barriers may limit access to a wider range of remittance 
service providers." Moreover, the lack of biUngual transaction information is contrary to the 
need for greater transparency in the market. 


linpioving Pricing Transparency in Intamational Remittance Markets: Focus Group Testing of a Pricing 
Transparency Strategy, Appleseed, January 2007. 

" General Principles for International Remittance Services, Consultative Report, Committee on Payment and 
Settlement Systems, World Bank, March 2006. 
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Lack of industry oversight and strong consumer protections. There is currently no federal 
government entity that exists to oversee the remittance market. Remittance service providers are 
regulated hy a patchwork of state and federal regulations that have many gaps which leave 
consumers exposed. 

In addition to having access to clear and detailed cost information, remitters should have the 
ability to protect their rights as consumers in every state. This would include rights against those 
who have defrauded them, the right to a refimd, and a process for resolving disputes with 
remittance service providers. Currently, there is no centralized system for receiving and 
addressing consumer complaints from remitters concerning their wire transfers. If the remittance 
service provider cannot resolve the dispute, an independent third party should exist to ensure that 
disputes are fairly resolved. A national campaign targeted at remitters woxild also be needed to 
announce the creation of consumer complaint hotline and center to address complaints. 

Disempowered consumer base. In any market, consumers need access to good information, 
reasonable levels of awareness, and the support of strong institutions in order to ensure that good 
industry practices drive out bad ones. A few community activists have begun to organize 
remitters. For example, we have seen the emergence of “million dollar clubs” in California and 
New York, where remitters pool their collective buying power to advocate for change. 
Hometown associations have also formed to help chaimel remittance flows to important 
community development projects abroad. These efforts are innovate and invaluable, and yet 
they have not been brought to scale. Most efforts to empower remitters have consisted of 
distributing iofoimational brochures and organizing education classes. There is no national 
community outreach effort to raise awareness about the industry, encourage best remittance- 
sending practices, or connect remitters to mainstream financial institutions. Moreover, low- 
income remitters have little or no access to financial counselors to receive one-on-one, unbiased 
advice and information about their remittance-sending behavior. 

rV. RECOMMENDATIONS 

Positive and effective reforms would enable remitters to make more informed choices and save 
more of their hard-earned money for savings and investing at home and abroad. An ideal 
remittance market would have established high industry standards and strong consumer 
protections. At the same time, remitters would be empowered to make wise consumer choices. 

Set High Industry Standards 

• Create a blue ribbon commission or task force to set clear industry standards. 

More specifically, the purpose of the task force would be to 1) examine the potential for a 
new regulatory framework for remittances; 2) identify innovative methods for 
strengthening the payment infrastructure to increase efficiency of remittance transfers; 
and 3) set high standards for market practice. Commission participants would include an 
even distribution of and be limited to relevant nonprofit and civil ri^ts organizations, 
consumer advocates, state and federal regulators, MTOs, banks, and credit unions. The 
commission would be coordinated and led by the Federal Reserve and hold a meeting at 
least every three months for one year. The commission should begin meeting no later 


5 



44 


than 60 days following enactment of any remittances legislation. Finally, the cormnission 
would draft and submit a report to Congress within a reasonable time following its final 
meeting date. 

• Create a uniform disclosure. A uniform disclosure is needed to enable remitters to 
compare between one remittance service provider and the next An ideal disclosure 
would include 1) total amount that the sender will tender; 2) total amount iu disbursing 
currency that the recipient will receive; 3} itemized fees paid by the remittance sender 
and receiver; 4) the date of delivery; 5) locations where the recipient may access the 
remittance; 6) a notice of the remitter’s rights as a consumer; and 7) contact information 
of an agent collecting and reporting on consumer complaints. 

■ Require remittance service providers to post important transaction information in 
their place of business. A transparent remittance market would enable consumers to 
know and understand important pricing information prior to committing to using any 
particular remittance service provider. This would require all remittance service 
providers to post, in a clear and conspicuous place, the fees charged, daily exchange rate, 
available pick-up time, and pick-up fees. To be effective, the remittance service provider 
would post this information for sending various amounts, such as $100, $200, and $300. 

• Require that disclosures be in languages and formats that are accessible and easy to 
understand. Language access rules need not be overly rigid. Reasonable criteria that 
trigger language-accessible activities can be established. 

Enact Strong Consumer Protections 

• Establish a government entity to provide oversight of the remittance market and 
enforce relevant laws. In addition to a commission to set high industry standards, a new 
federal entity is also needed for consumer protection purposes. The new government 
entity would be responsible for licensing and registering remittance service providers, 
drafting rules to govern their behavior, and providing necessary oversight of the industry. 
This new entity should also have the authority to implement compliance reviews; conduct 
spot checks; perform audits; and check for rate manipulation, hidden fees, and 
compliance with pertinent regulations. In addition, the agency could administer a 
consumer complaint hotline and assist in settiing consumer disputes. 

• Establish a process for the resolution of transactioiial errors. Remitters should have 
the ability to protect their rights as consumers. This would include rights against those 
who have defiauded them and a process for resolving disputes with remittance service 
providers. The new federal government entity described above would have the authority 
to establish a consumer complaint hotline for rranitters and a process for addressing their 
grievances. 

Empower Consumers 

• Create an effective financial education campaign. Congress should authorize $10 
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millioa for a language-appropriate financial education campaign targeted to remitters 
with the purpose of promoting a consumer complaint center and hotline. The campaign 
would also be a good opportunity to educate remitters of their rights as consumers and 
connect them to mainstream financial institutions. Responsibility for coordinating and 
executing the campaign should go beyond the Financial Literacy and Education 
Commission and include nongovernmental organizations, national nonprofit 
organizations, community-based organizations, hometown associations, and embassies 
and consulates. The campaign should also be monitored by an advisory board made up 
of representatives of the commission noted above. 

• Create a network of community-based financial counselors. Financial counseling is 
critical for ensuring proper asset development in the Latino community, and yet Latino 
individuals and families remain disconnected and underserved by the financial pl annin g 
market. Congress should authorize a financial counseling grant program to enable low- 
and moderate-income individuals and families to seek unbiased, customized financial 
advice and information about their finances. Community-based financial counselors 
would be trained and certified to consult cUents on issues surrounding banking, 
budgeting, credit, debt, faxes, vehicle purchase, and remittances.'" 

V. CONCLUSION 

To date, much has been done to improve, standardize, and open up the remittance transfer 
market However, reforms are needed to enact strong consumer protections to facilitate the flow 
of remittances and create greater fairness in the market. Reforms are also an important part of a 
larger effort to improve the economic well-being of Latinos in the U.S. 

We applaud Chairman Gutierrez (D-IL) and Ranking Member Paul (R-TX) for their efforts and 
look forward to working with you on these and other related matters in the future. The work of 
this Committee has helped to shed light on the industry and encourage good business practices, 


For more information, please see: Financial Comseling: A Meaningful Strategy for Building Wealth in the 
Latino Community, National Council of La Raza, 2005. 
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Appleseed Testimony 

My name is Annette LoVoi, and I serve as field director for Appleseed, a national legal 
advocacy organization with 16 public interest law centers across North America, On 
behalf of our Board of Directors and staff, I thank the Committee for inviting our 
testimony and extend our appreciation to you for looking into problems associated with 
the remittance market. Appleseed is in the fourth year of a project to bring Latin 
American immigrants into the mainstream financial system, helping them to avoid 
predatory and other high-cost financial services and enabling them to build credit and 
assets. 

Appleseed first became involved in the Financial Access Project because immigrants 
carrying around large sums of cash, frequently on payday, have been targeted throughout 
the country for assaults. Targeted shootings this spring of seven immigrants in Cobb 
County, Georgia, which resulted in two deaths, illustrate our concern. Appleseed and 
other organizations had earlier realized that bank accounts for immigrants not only 
protect money but also protect lives. As we spoke directly to immigrants in our work to 
create a fair, financial pla 5 Hing field for all, we learned that protecting their money and 
understanding costs are crucial to them and their families in Mexico and Latin America. 
This led us to examine more closely the area of remittances. It became clear to us that 
improving transparency was vital. 

This project emanates directly fiom the excellent work of several Appleseed Centers. 
Texas Appleseed pioneered this work with its remittance consumer protection disclosure 
legislation. Nebraska and Chicago Appleseed conducted meticulous work with the 
financial industry, regulators, and immigrants. Georgia and Alabama Appleseed 
recognized its relevance to the southeast United States. And Mexico Appleseed provided 
information on trans-border issues. 

Appleseed has studied the remittance market as part of our work to create a fair financial 
playing field for all. Most recently, increasing transparency was the subject of a report 
Appleseed released last month proposing a “Fair Exchange” brand to improve pricing 
disclosures for consumers sending money to Latin America. Just as consumers may shop 
for Fair Trade coffee, knowing that such certification signifies that the producers adhere 
to certain wage standards for their employees, so too with the Fair Exchange remittance 
brand: consumers will know that they are being told the deal they’re getting. 

In our view, such industry standards are long overdue. As highlighted in a 2005 
Appleseed study of the U.S.-Mexico remittance market, immigrants face daunting and 
unnecessary challenges every day when they try to perform what should be the simple 
task of sending money to relatives. A major finding of the Appleseed report, in line with 
principles specified in a January 2007 report by the World Bank, was that the 
international remittance market could benefit from consistent, accessible, and comparable 
pre-transaction pricing disclosures.* 


' Creating A Fair Playing Field for Consumers: The Need for Transparency in the U.S.-Mexico 
Remittance Market. Appleseed. December 2005. 
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Without federal leadership on this issue, that is unlikely to happen. The 2005 Appleseed 
study found enormous fluctuations and inconsistencies in the cost of sending money. 
Within the same company during one two-week period, the amount consumers paid to 
transfer money varied from as little as $1.52 and as much as $13.84. The study found that 
exchange rate pricing varied even on the same day. In Georgia, for instance, a 
consumer could have spent as little as $3.88 or as much as $21.90 on the same day to 
send $300 to Mexico. 

For immigrants whose incomes barely rise above the poverty level, these amounts are 
significant. But getting the information they need to make an educated choice about 
money transfer services can be difficult. When Appleseed researchers sought this 
information they were met with mixed results. Some companies quickly offered exchange 
rate data, while others provided inconsistent or incomplete answers. In Nebraska, for 
example, calls at the same time to different agents who worked for the same companies 
resulted in different exchange rate information. 

To help remedy this situation, Appleseed launched the Fair Exchange Project, with the 
support of industry, community, policy and regulatory partners in April 2006. Its mission 
is to explore the possibility of creating a market-based initiative for providing improved 
pricing disclosures in international remittance markets, similar to the Fair Trade branding 
of coffee. The premise of the Appleseed initiative is that offering clear pre-transaction 
disclosures for remittance transactions could increase the market share for financial 
institutions committed to providing full, up front disclosure to consumers — benefiting 
both consumers and the bottom-line. After all, by highlighting their pricing up front, 
financial firms would publicly signal their interest in dealing with customers in a fair and 
forthright manner. It is a solution that, we believe, benefits everyone. 

Appleseed worked with the Fair Exchange group to develop a disclosure template that is 
workable for industry and helpful to consumers. Our work was informed by the generous 
support of pro-bono counsel at WilmerHale and Cravath, Swaine & Moore LLP. 

Our research, as detailed in our April 2007 report - “The Fair Exchange: Improving the 
Market for International Remittances ” - has shown that consumers want information 
about the total cost of remitting money. Consumer focus groups conducted by Appleseed 
found that when participants were shown various pre-transaction posted disclosures, they 
chose a disclosure with more information over those that offered little data. These focus 
groups provided valuable information for developing the Appleseed Fair Exchange 
disclosure template. 

As one participant shared, “I would not like just one business to use this [disclosure 
template.] I would like all businesses to use this!” Among the other focus group 
findings: 

• Participants in each of the focus groups stated that they would prefer to use a 
business that posted a pre-transaction pricing and service disclosure over one 
that did not. 
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• All of the participants liked the idea of a clear, uniform, pre-transaction 
disclosure. 

• Participants chose more detailed transaction information rather than the simplest 
version. 

• Participants focused on the actual value of the funds received by their family 
member in local currency. 

• Predictability of the transfer is a high priority for the participants. Having an 
official disclosure helps them not only compare services, but also feel secure that 
the service they choose is providing a guarantee to meet their expectations. As one 
participant commented, “Inevitably tellers make mistakes regarding the information 
they are conveying. Having a disclosure table would prevent those human errors.” 

• Participants felt that confusion over remittance fees would be alleviated with pre- 
transaction disclosures. 

• Better disclosures would also make the process of comparing prices less 
cumbersome for consumers. A group participant explained, “You have to go 
everywhere to get information. . .Stores don’t often give information over the phone 
— they say come on into the store and they’ll give you the information.” 

Appleseed is currently piloting the international remittance disclosure template with five 
industry partners with the hope of rolling it out nationally. The Appleseed Fair Exchange 
collaboration also discussed problems with access to bank accounts for money service 
businesses, including non-bank money transfer businesses and is considering creative 
collaborations among banks, non-bank money transfer businesses and consumer 
organizations to improve the financial inclusion of immigrant communities. 

As a result of our work in the remittance arena, Appleseed strongly supports 
standardizing disclosures for remittance transactions. We also believe disclosure 
standards should be developed collaboratively, with industry, consumer, and regulatory 
input. This approach would best accommodate the variety of business models and 
regulatory frameworks that currently apply to remittance providers, while serving the best 
interests of consumers. 

Appleseed has found that state regulation of consumer disclosure produces varying and 
inconsistent standards. Improving disclosures in the remittance marketplace will 
encourage competition, help to drive down costs and enhance consumer confidence in 
financial institutions. If they are confident that they are getting a fair deal, they will be 
less likely to carry around large sums of money or stash such sums at home, tempting 
criminals. 

It’s only fair. Imagine someone who works hard to save $200 to send to his mother in 
Mexico so that she can receive a $180 medical procedure, figuring that the family will 
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lose ten percent on the exchange rate and the initial transaction fee. Only $175 actually 
arrives because of an undisclosed pick-up fee. Her care is delayed while she and her son 
struggle to arrange a second remittance. He will be charged more transaction fees, lose 
more money on the exchange and must decide between using the same remitter and 
paying another pick-up fee or attempting to find another agent who may or may not 
charge even more fees, all the while delaying his mother’s medical care. Why not just 
specify all the fees and total cost up fi-ont, as is the standard across many other financial 
services? 

Appleseed was asked to provide suggestions for changes to HR 928 Irom the 109* 
Congress. Our suggestions are: 

• Under Sec. 6: Expansion of Financial Institution Provision of Remittance Transfers, 
add a new section, section (e), to require the Secretary of the Treasury to conduct a 
study regarding the use of alternative credit scoring measures, including data on 
remittances, for immigrant populations in the United States. In conducting this 
study, the Secretary should consult with consumer and immigrant organizations and 
banking, credit union, and remittance industry representatives, as well as with credit 
information organizations and government-sponsored enterprises. 

• Under Chapter 13: Social Investment and Economic Development for the Americas, 
add a new section, section 9(b)(7), to require, as part of the study to be conducted by 
the Comptroller General of the United States, an assessment of how the private 
sector could match remittance funds or otherwise leverage remittance relationships to 
benefit economic development in sending and receiving communities. 

• Consumer disclosures should be posted at agent or branch locations and be available 
to consumers prior to initiating a remittance transaction. 

• Asa general standard of disclosure we recommend requiring posting of disclosure 
information for the top three markets served by a particular branch or agent location. 

• The Appleseed Fair Exchange disclosure, which was developed through industry, 
commimity and regulator input, provides an example of how transaction information 
could be posted. 

• The disclosure fields should include at least a sample of locations where the money 
can be received and the corresponding fee, exchange rate, availability of funds, type 
of transaction, pick-up fees, and sample transaction amounts to illustrate the amount 
of foreign currency to be received. The locations for pick-up are important, as 
pricing can vary based on the place the money is picked up. For services that offer 
uniform pricing, locations are less significant, but can still be helpful as a way to let 
customers know some of their options. 

• With regard to exchange rate information, a provision should be added to 
accommodate the special structure of the Federal Reserve international ACH system 
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to Mexico, marketed as Directo a Mexico. In its 2005 report, Appleseed highli^ted 
Directo a Mexico as a model of transparency and low-cost in the US-Mexico money 
transfer market. 

• In the case of on-line transactions that are not conducted through an agent or branch 
location, there should be a provision that the disclosure could be made electronically. 

• Developing consumer disclosures should be a collaborative process to ensure that the 
final posted disclosure format addresses concerns of consumer and immigrant 
organizations and banking, credit union and remittance industry representatives. To 
this end, Appleseed recommends that the Federal Reserve Board be granted rule- 
making authority to delineate posting requirements and define the format of the 
posting, in collaboration with the parties mentioned above. 

• The Federal Reserve Board should also be granted enforcement authority under this 
new provision. 

• Disclosure standards should also include provisions for error resolution, such as 
when the designated recipient in the foreign country does not pick-up transferred 
funds. 

• Also under Sec. 6, which addressed the expansion of financial institution provision 
of remittance transfers, we recommend the addition of a new section, section (f), 
which would require the Secretary of the Treasury to conduct a study regarding the 
ability of remittance transfer providers to obtain necessary banking services to 
support their remittance provision. A number of non-bank international remittance 
businesses have lost access to bank accounts in recent years. This loss of access 
diminishes competition in the marketplace. The study should include an assessment 
of the impact of federal and state regulation on the availability of such banking 
services and a recommendation for how the problem of access to banking services 
for remittance providers can be remedied. 

Thank you for your time and consideration. I, and other staff at Appleseed, as well as the 
six centers working on our financial access project, stand ready to assist the Committee 
as you move forward in creating a competitive free market for remittances predicated on 
fixll disclosure of information. 
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2005 — Present 
Appleseed, 
Field Director 


1997 - 2006 
Texas Appleseed, 

First Executive Director 


1995-1997 
Comptroller of Public 
Accounts, State of 
Texas, Electronic 
Benefits Transfer 
(EBT) Liaison and 
Texas Performance 
Review Member 

1991-1994 
Office of the Governor, 
State of Texas, 

First Texas Ombudsman 


Summer 1993 
National Performance 
Review, Executive Office 
of the President 

1987-1996 

President, 

TX Consumer Assoc. 


Annette M. LoVoi 

2810 Townes Lane, Austin, Texas 78703 
(512) 477-6587 

Appointed Field Director of Appleseed, a national legal advocacy organization 
with sixteen public interest law Centers across North America, including Mexico. 
Facilitates Center work on national projects such as the Financial Access project 
and the Indigent Criminal Defense Reform project. 

Selected by an attorney board of directors to establish Texas Appleseed. 

Texas Appleseed has been awarded the 2002 W. Frank Newton Award by the 
State Bar of Texas for "outstanding pro bono legal services by a group of attorneys 
in Texas.” Texas Appleseed published /Report; Analysis of 

Indigent Defense Practices in Texas in 2000 to document the need for 
improvement in the quality of legal representation for indigent criminal 
defendants. The organization then led a coalition of hundreds of law firms and 
individual attorneys advocating for successful passage of S. B. 7, the Fair Defense 
Reform Act, hailed as the most important reform of its kind in 25 years. 

Represented Comptroller in final implementation of the largest government 
electronic benefits transfer program in the United States, replacing paper food 
stamps and Aid to Families with Dependent Children checks with electronic 
benefits. The program produced a $30 million error-reduction bonus for 
the State in 2002. Served as a member of the Texas Performance Review which 
has recommended savings totaling over $5 billion prior to several 
legislative sessions and served as the model for Vice President Gore’s National 
Performance Review. 

Appointed by Governor Ann Richards to create the Ombudsman Office to 
execute projects critical of government practices leading to policy and 
management change. For example, over 1 00 complaints from nursing home 
residents and their families led to an overhaul of nursing home regulation that 
drew national attention on CNN and was monitored and replicated by other states 
and a federal agency. The office fielded over 1 ,000 citizen concerns per week. 

Served as a team leader for Vice President Gore’s National 
Performance Review. Produced recommendations for more efficient 
operation of the White House Executive Office operations. 


Spearheaded a five-point insurance reform program adopted through 
legislative and management reform. 


Other Professional Experience Elected to the Austin Independent School District Board of Trustees May 1 2, 

2006. First consumer rq)resentative to the City of Austin Electric Ratesetting 
Process that recommended rate calculation changes resulting in stabilized rates for 
residential and small business consumers for an unprecedented six years. 
Additional prior experience includes Assistant Deputy Commissioner in the Texas 
Department of Agriculture, Management Consultant for Peat, Marwick, Mitchell, 
and Legislative Assistant for Social Policy for Congressman James R. Jones, 
former Ambassador to Mexico and Lyndon B. Johnson White House appointments 
secretary. 

Education 


The Lyndon B. Johnson School of Public Affairs, The University of Texas at 
Austin, Master of Public Affairs, May 1980. Mitzi Newhouse Fellow and elected 
by colleagues as student commencement speaker. 
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Chairman Gutierrez, Ranking Member Paul and distinguished members of the 
Subcommittee. On behalf of Microfinance International, thank you very much for including me 
in today proceedings. It is good to be back with the Subcommittee and Committee again. Much 
of what 1 know today about development and banking, 1 learned during the eight years I worked 
as legislative counsel to this Subcommittee (for both Democrats and Republicans). 

First, I would like to commend the Chairman and the Committee for their focus on these 
important issues. Busy companies within the industry and their regulators do not stop often 
enough to consider the interests of the consumers of remittance services. As we all know, 
families, communities, countries and entire regions of Latin America are highly dependent on 
these flows, and we must ensure that remittance architecture works smoothly and efficiently and 
that consumers are being given a fair deal. This is an important role ideally suited to the 
Congress. 

I am here today representing Microfinance International Corporation (MFIC). The 
company’s mission is to expand affordable and professional financial services to new markets 
where services have been overpriced or disconnected from mainstream banking. We are based 
here in Washington, DC, in the United States but work with financial institutions across 20 
countries in Latin America on remittances and other financial services.. Our approach combines 
microfinance methodology with a commercial banking approach in a for-profit model, enabling 
us to offer financial services in a manner that is self sustainable, scalable and socially 
responsible. 

You have asked me to address a set of questions revolving around the costs of 
remittances, issues of compliance and the adequacy of transparency within the industry. I think 
the best way for me to answer these questions is to briefly describe how MFIC’s remittance 
platform operates, because it differs in important ways from systems with which you may 
already be familiar. Later in my presentation I will comment on other questions and point to 
some of the weaknesses in the current compliance regime and suggest one way to improve it. 

A Different Vision 


Microfinance International began from a starting point different than most remittance 
companies. Our concern was with the agonizingly slow progress toward economic development 
in many parts of Latin America. We saw what must be described as the failure of large scale 
development projects and programs to make a significant difference in the lives of poor people. 
We saw U.S. immigrants being forced to pay exorbitant fees for very basic financial services that 
any long time U.S. resident would have considered usurious. We saw a lack of competition 
among money transfer companies, and a fee structure that typically took 10 percent of the 
amount being remitted, counting both commissions and foreign exchange rates. We saw the 
formal U.S. banking system turn a blind eye to immigrants’ legitimate need for loans, insurance 
and other products longtime residents take for granted. 

Existing remittances systems had their weaknesses. Commercial banks, dependent on the 
SWIFT transfer system and their correspondent relationships, were a slow (2 days) and 
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expensive ($35) choice for handling remittances. Additionally, banks are typically located in 
larger cities in developing countries and this limited their ability to serve remittance receivers 
who more often live in rural areas. At the same time, most traditional money transmitters relied 
on a system of agents on both ends of the transaction. In the modern era, this has proven to be an 
uncomfortably high cost structure and presents significant obstacles in ensuring regulatory 
compliance. 

MFIC also started with some tremendous advantages. The project was conceived by a 
senior international banker with three decades of experience in Latin American and other 
international markets. Second, the company began operations after September 1 1 , 200 1 , at a 
time when it was abundantly clear that attention to compliance would be critical to the firm’s 
success. 

The heart of the MFIC model is its advanced remittance platform. It is Internet-based 
and contains a quick and easy interface, enabling us to charge low fees and guarantees smooth 
transactions. Senders can book and receive remittances at any of our wholly owned and operated 
shops or at an allied financial institution. Transactions take place at the speed of light, such that 
the receiver can collect the funds seconds after they are placed. Much of the required regulatory 
compliance elements are checked automatically in real time by the system, which also provides 
compliance guidance to the teller electronically. A “Help Desk” located in El Salvador can step 
in quickly if a remittance appears to have gone astray. 

Most of our remittances are paid out at microfinance institutions and banks with such 
programs in developing countries. These institutions are happy to partner with the company 
because remittances bring new customers to their doors with money to save or invest in other 
products. In fact, much of the company’s overall approach is based on microfinance principles 
proven long ago to work in impoverished countries, where clients are not very financially literate 
and lack credit histories. 

The leap in technology with associated lower costs enabled MFIC to drop remittance 
prices to well below the norm. When we opened operations in Centra! American, the average 
cost of sending a $300 remittance was about $15. We began by charging $9. Today the average 
is around $10. 

MFIC’s Remittance Platfoim 


1 mentioned that our system was designed with compliance very much in mind and that 
many features are automated within the system. Here is how it works. A client comes in 
wishing to send $300 to a relative in (say) Honduras. He presents an ID card to the teller who 
records his name, address, telephone number and the information on the recipient of the funds. 
While the client is waiting, the system checks his identity against the Treasury Departments list 
of problem individuals (OF AC SDN list) and other government lists of designated nationals. If 
there is a match, the remittance transfer is frozen instantly until the case is investigated by a 
compliance official. 
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At the same time, the system checks each remittance transaction for suspicious activity 
following a sophisticated SAR-matrix that aggregates transactions across all locations and 
screens them against a wide set of criteria to detect suspicious patterns. The system flags 
suspicious transactions and others that might exceed limits set by us or by regulation. Any time 
a suspicious match is found, our compliance officer receives a computerized printout that also 
list any and all related transactions. At this stage, unless the compliance officer knows there 
were reasonable explanations for these occurrences, (s)he would file a suspicious activity report 
(SAR) as required under the Bank Secrecy Act. 

This system is now working very well within our nine shops in Washington DC, 
Delaware, Maryland and Virginia. Recently we began making the system available as a turn key 
platform to commercial banks and other money transfer companies who are seeking greater 
efficiency and the need to improve their compliance. 

The Current Shakeout in the Remittance Industry 

It is important to know that the remittance industry is in the middle of a shakeout largely 
caused by heightened compliance requirements. Many smaller remittance companies have found 
it difficult to comply with new regulations because they lack a system to do this. Many have 
chosen to sell their operations to more sophisticated remittance companies or close their doors. 

Regulators also inadvertently contributed to the disruption in the industry. In late 2005, 
regulators issued guidance to commercial banks warning that money service businesses were 
“high risk businesses” and told them that they should take steps to more closely monitor the 
activities of any MSB clients. To most banks, this added regulatory responsibility was not worth 
the profits derived from a handful of small MSB clients and most leading national and regional 
banks closed existing MSB accounts and adopted a policy of no new ones. 

In retrospect, this episode is seen by many in the banking industry as an attempt by 
regulators to force commercial banks to do their work for them - to take on the supervisory 
responsibilities assigned to the regulatory agencies. However, the plan backfired when banks 
decided it was not worth the added work and dropped their MSB clients, forcing some MSB to 
go underground. Regulators backtracked and announced it was OK for banks to maintain 
accounts for well-managed MSB clients, but by this time, much damage was already done. 

MFIC itself faced the closing of its bank accounts at some banks, and the company had to 
scramble to find a bank willing to listen long enough to hear and understand our story. This is 
particularly ironic because we have no doubt that our own compliance system is superior to 
theirs in tracking remittances. 

Patterns of Remittance Costs 


Studies by noted remittance expert Manuel Orozco and the InterAmerican Development 
Bank show that remittance fees charged to consumers have come down markedly in the last 10 
years. [See charts that follow]. We see two main causes. First, the IDB and other multilateral 
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institutions turned a bright spotlight on the remittance industry, which had operated for many 
years out of sight of the public and federal regulators. The IDB initiated a public discussion of 
the high remittance costs, attracting new entrants into the industry who were seeking the high 
margins then prevailing. Ultimately this new competition helped bring costs down. Second, the 
U.S. Treasury Department and other major finance ministries publicly called for lower fees and 
ultimately the G-8 Finance Ministers issued a joint communique on the subject. 

Some figures on remittance cost patterns follow: 


[Text resumes on the following page] 
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Number of Remittance Companies Operating in Selected Countries: (Source: M. Oro7xo, 
International Flows of Remittances, 2006) 
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Transparency 

Transparency has been an issue within the industry, but here again, competition has 
helped improve the situation. We have all heard many unhappy stories where consumers have 
been lured to a particular remittance provider by the offer of low fees on the deposit end, only to 
find that the remittance receiver has to pay huge foreign exchange or other fees to withdraw 
funds in local currency on the other end. In many instances remitters are not told how much 
local currency they will receive for the money transferred and the money transfer company later 
applies a foreign exchange rate that is substantially different from the one shown at the time of 
the transfer. 

This is an area where the ‘buyer needs to beware.’ We know that Chairman Gutierrez 
has considered legislation to bring more transparency with respect to foreign exchange fees 
charged to remitters. MFIC would fully support any reasonable requirement for more 
transparency because it can only aid the consumer and well-intentioned and competitive 
remittance companies. 

However, this is a difficult area in which to legislate for a number of reasons. First, the 
cost of foreign exchange is driven by the market forces and varies from day to day; from place to 
place; and from buyer to buyer. A huge company like Western Union can buy foreign exchange 
at wholesale rates. In contrast, small remittance companies are forced to acquire foreign 
exchange at retail rates, which can be higher by a percentage point or more. 

Our customers tell us they are satisfied when they are given the exact amount the 
recipient will receive in local currency. This allows them to make comparisons and ensure that 
their transfer will cover the need of the recipient. Accordingly, our receipt shows the amount of 
the remittance, the fee we charge them, the FX rate applied and the ultimate amount that will be 
delivered to the recipient in foreign currency. The company guarantees the exchange rate in 
effect at the time of the remittance and published to the remitter, and as a result carries the 
exchange risk until the transaction is completed. 

Toward A Better Compliance Regime 

Finally, 1 would like to offer some comments on the current compliance regime and 
suggest some ideas that may prove to be a better approach for all over the longer term. We read 
the testimony from last week’s hearings at this Committee on the cost to banks and MSBs of 
complying with the Bank Secrecy Act' . I was struck by what seemed to me to be whining by 
industry and self-serving statements by regulators. Of course, there is always tension between 
industry and regulators and this is natural and probably good. However, 1 was also disappointed 
not to see more innovative suggestions for improvements. 


Hearing title: Suspicious Activity and Currency Transaction Reports: Balancing Law Enforcement Utility and 
Re gulatory Requirements . May 10, 2007. U.S. House of Representatives Committee on Financial Services, 
Subcommittee on Oversight and Investigation, 
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No one disputes the need for regulation to stop terrorist finance and criminal money 
laundering. Every American individual and financial service firm sincerely wants to stop money 
laundering and block terrorist finance to the maximum degree possible. The question is how this 
can best be done. 

My personal view is that regulators took the wrong tack in their haste to respond after 
9/1 1 . Essentially they chose to deputize American financial institutions and to make them part 
of the supervisory apparatus responsible for the pursuit of criminals and supporters of terrorism. 
Commercial banks and money service businesses were and are ill-equipped for this role, and 
they have been struggling ever since to meet regulators expectations in a cost effective way. 

Take for instance the filing of suspicious activity reports (SARs). Banks and others have 
learned that no matter how conscientious they are in filing SARs, if they fail in one instance to 
spot suspicious activity and file a report, examiners are very, very unforgiving. Huge financial 
penalties have resulted. Now, it has become common practice for financial institutions to engage 
in “defensive filing" of SARs at every possible juncture so as to avoid the possibility of making a 
mistake. The result of this is a badly clogged system. Many SARs are never even examined by 
regulators and authorities waste precious time looking over completely benign transactions. 

Additionally, there is also a so-called “silo” problem. Each financial institution and 
remittance company can be diligent in checking its own database for repetitive remittances of a 
suspicious nature, but none of these databases are linked. Each is an individual silo. So then, 
what happens when a criminal books one transaction with MoneyGram, another with Western 
Union, a third with MFIC, etc.? None of the individual institutions would be in position to note 
any suspicious activity. 

A better system would have banks and MSBs submit a list of all transactions over a 
specified threshold to the appropriate regulatory authorities. Then, government could mine that 
data, looking for patterns of suspicious activity. They would quickly find those patterns of 
transaction that are invisible to individual companies no matter how diligent they are. This 
would all have the salutary effect of taking financial service companies out of the policing 
business, an activity for which they are not well suited. 

Thank you very much, Mr. Chairman for this opportunity to present our views. We look 
forward to working with the Committee in any future efforts related to these topics. 
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Required Biographical Information for; 


James C. Orr 

Chairman, MicroFinance International Corporation 

Mr Orr has worked in government and the private sector in finance, development and 
international trade for 40 years. His principal occupation is Executive Director of The Bretton 
Woods Committee, a group of 650 corporate chief executives, former cabinet officials and other 
prominent Americans who have joined together to improve understanding and help increase the 
effectiveness of the World Bank, the International Monetary Fund and other global and regional 
development institutions. 

In 2003, Mr Orr was elected Chairman of MicroFinance International Corporation. 
MFIC is a diversified financial services provider dedicated to offering high quality, affordable 
services to underserved markets and where services have been overpriced or disconnected from 
the mainstream banking system. Products range from unsecured micro-loans for consumers with 
no credit history to transnational loans enabling immigrants to buy homes and start small 
business loans in their home countries. MFIC operates a robust, Internet-based remittance 
platform which is highly compliant with federal regulations. 

In 1983, he founded James Orr Associates where he oversees the firm’s operations on 
behalf of domestic and international clients in the financial services industry and international 
business more generally. He works closely with Congress, federal departments and financial 
regulatory agencies. Prior to the formation of the firm and the Committee, Mr. Orr served both 
Republicans and Democrats during eight years as legislative counsel to the House Financial 
Services Committee and the International Trade and International Development Subcommittees 
in the U.S. House of Representatives. Fie has an undergraduate degree in economics from 
Wesleyan University and a master’s degree in international economics from the School of 
Advanced International Studies (SAIS), Johns Hopkins University. 

Mr. Orr also serves on the Board of Directors of TechnoServe, Inc. - a non-profit, aid 
organization helping entrepreneurial people in developing countries build businesses and create 
employment, income and opportunity for their communities. 


For more information contact: 

Microfmance International Corporation 
1325 Massachusetts Avenue NW 
Suite 250 

Washington, D.C. 20005 
Phone: 202.737.5460 
Fax: 202.824.0935 
E-mail: infotgjmfi-coro.com 


8 



62 


“Truth in Testimony” Disclosure, required by the Committee on Financial Services: 

Neither Mr. Orr nor Microllnance International Corporation has received any Federal 
grants or contracts, either in the period since October 1 , 2004 or prior to that date. 
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Mr. Chairman, Members of the Committee: 

Good Morning. My name is Mark Thompson and I am an Associate General Counsel of 
The Western Union Company. I appreciate the opportunity to provide testimony at 
today's hearing. 

Although Western Union began sending money for customers 135 years ago, when the 
Western Union Telegraph Company started offering telegraphic money transfers 
throughout the United States, the international remittance market as we now know it is 
relatively young. Two decades ago immigrants did not have an affordable, convenient, 
fast and reliable means of sending small amounts of money to friends and relatives in 
other countries. International money transfer services were available only to wealthy 
individuals with banking relationships. Over the last two decades. Western Union has 
played, and continues to play, a central role in expanding the use of electronic remittance 
systems and enabling millions of immigrants to send money back home to their families. 
Today, Western Union provides a convenient, fast and reliable way to send money in 
over 195 countries and territories. 

Nearly all experts now agree that the cost of remittances has dropped significantly over 
the past five years. In its November 2005 report on the industry, the GAO found that 
"competition in the remittance market has resulted in a drop in the cost to send 
remittances...." The Inter-American Dialogue found that the cost of sending remittances 
from the United States to Latin America (as measured by percentage of principal) fell 
from 12.5 percent in 2003 to 7 percent in 2005, and average as low as 4% in countries 
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with higher levels of competition. As competition continues to increase, we anticipate 
that this trend will continue. 

Price is not the sole factor considered by consumers— in fact, for some consumers price 
falls behind other factors, such as security, speed, reliability and convenience. Although 
we agree that consumers should have the ability to discern the costs of products as they 
shop, we also believe that too often remittances are viewed by policymakers as a 
commodity, with consumer decisions driven only by price. Our experience is that, in 
addition to the fees and exchange rate, customers will often ask questions such as "When 
will I be able to send money? Are you open on weekends? Will my money get there? 
How long will it take to get there? Can my family members pick the money up in their 
village or town? Will my relatives have to open a bank account to get their money?" 

We agree with the general principle that consumers should have adequate information to 
make an informed decision as they choose among providers, and we agree that remittance 
transfer providers should disclose this infonnation to potential customers. 

We support transparency with respect to fees and foreign exchange rates. With limited 
exceptions, at the time a transaction originates in the United States, Western Union 
provides its customer with a written receipt that clearly states the following information: 
1) the amount (stated in U.S. dollars) that the customer has presented for transfer; 2) the 
fee (stated in U.S. dollars) that Western Union charges for the transfer; 3) the total 
amount (stated in U.S. dollars) that that customer has provided to Western Union (this is 
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the sum of the first two items); 4) the retail currency exchange rate that Western Union 
will apply to the transfer; 5) the amount (stated in the currency of the payout country) that 
Western Union will provide to the recipient of the transfer; and 6) a statement advising 
the consumer that Western Union makes money from currency conversion. 

We believe this type of information gives customers the information they require to make 
an informed decision. We believe that requiring a disclosure that would reflect the 
difference between the exchange rate Western Union offers to a consumer and the 
exchange rate established by the U.S. Treasury Department — as set forth in legislation 
in past years — would not be relevant to the consumer and could adverse effects, such as 
reducing competition in exchange rates. 

To lower the cost of international remittances, the Federal Reserve is working with banks 
to expand the use of the ACH system for international remittance transfers. While we 
agree the Federal Reserve ACH system can provide a lower cost structure when both the 
sender and the receiver have bank accounts, we believe companies such as our company 
are valued by senders and receivers because no bank account is necessary. For us, banked 
individuals on both ends of our transactions are the exception, not the rule (although our 
studies show a majority of our U.S. senders are banked). 

Other studies indicate that a majority of receivers in Latin American are unbanked. In 
Mexico, for example, approximately 29 percent of individuals who receive remittances 
are banked. We encourage you to consider assisting companies that are willing to create 
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networks not served by the banks in order to serve unbanked individuals at a lower cost. 
For example, if a company were allowed to open an account at the Federal Reserve and 
utilize the Fed’s services, it would be able to eliminate one layer of the money transfer 
cost structure, that being the need to move the money through a traditional banking 
institution in the United States. 

We support the policy goal of making remittances more available and affordable to 
consumers. Given our commitment, and the commitment of other remittance providers, 
to serve our consumers, we believe that legislation should not grant advantages to banks 
and credit unions that are not available to traditional remittance providers. Such 
legislation would create an un-level playing field and place the Congress and the federal 
agencies in the position of choosing winners and losers in a competitive and evolving 
market. It would also presume that remittance services provided by such financial 
institutions are cheaper than those of traditional remittance providers, ignoring the high 
fees and penalties associated with checking accounts, ATM transfers, and other services. 

Additional Comments Regarding Past Remittance Legislation 

In addition to the issues raised above, Western Union also has the following comments 
regarding general topic areas of remittance legislation that has been introduced in past 
years. While we understand that the committee may consider a bill that is different in 
some respects from HR 928, introduced in the 109* Congress, we thought it would be 
appropriate to voice our concerns with the previous proposal so that our views might be 
of some assistance moving forward. 
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Date of Delivery 

Western Union’s person to person money transfer services are generally available 
immediately (usually within 10 minutes), except in certain foreign countries where the 
recipient country restrictions prevent that from happening. Western Union discloses to 
consumers when and why delivery may not be immediate. In addition, Western Union 
offers a next-day service to certain international markets where senders choose to have 
their money available within 24-hours for the recipient. Consumers pay a lower money 
transfer service fee for this service. Western Union also offers a home delivery service in 
certain international markets. For these reasons, an exact promised date of delivery is 
often difficult or impossible to provide. 

Name and Address of Recipients 

Depending on the location in a country, recipients may not have formal addresses or 
telephone numbers. The recipient may also be traveling and his/her home address may 
not be relevant to the transaction. Consequently, it would be impossible to create a 
standard form to track the addresses or telephone numbers of recipients in 195 countries 
and territories. Western Union requires the sender to provide the name of the intended 
recipient and city and country of payout. Western Union has operating procedures in 
place to assure that the intended recipient is the person to whom we deliver the money. 

Exemption to Receipt Requirement 

Our position is that mailed receipts should be required if the customer so requests. Often 
times, the consumer may not request a receipt due to the fact that he or she may be 
traveling. In addition, our telephone initiated transactions are not "conducted entirely by 
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telephone". They are initiated by telephone but completed by payout in person at an 
agent location. 

Error Resolution 

Our error rate and related customer complaints are very low. Safeguards are provided 
through state licensing of money transmitters, state examination of money transmitters as 
well as federal and state consumer protection laws. This requirement would shift the 
burden of proof of demonstrating that an error has been made from the consumer to the 
remittance provider. Shifting the burden to the provider opens the provider up to fraud 
because it would be easy for the consumer to get a payout by simply alleging that the 
provider paid money to the wrong person. Western Union believes the time period 
involved is too long given that most transfers are paid out within a day or two. A bank 
account holder under the UCC is required to notify its bank within 30 days of receipt of 
his/her statement of an error or such account holder begins to lose its right to make claims 
against the bank for an error, with an absolute bar on claims against the bank arising after 
one year. See UCC 4-406. A similar standard should apply here. 

Remedies 

While it is rea.sonable to ask the provider to respond substantively to a complaint within 
90 days, exceptions should be provided when the information requested may take more 
than 90 days to retrieve the information off receipts in remote countries and report back 
to the United States. Any legislative approach should recognize that we are not dealing 
w'ith the U.S. ACH system as is the case under the EFT Act and Regulation E. We are 
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dealing with transfers that may involve receivers in remote regions of the world such as 
in Africa, the Middle East and Asia. 

Agents and Subsidiaries 

State money transmission laws require a money transmitter to adequately supervise its 
agents and impose liability on the money transmitter if it fails to do so. Money 
transmitters are also uniformly responsible for the transmission of the customer's money 
regardless of whether that money is received by the money transmitter from its agent or 
not. In accordance with the Law of Agency, agent violations of law are outside the scope 
of the agency and the principal is not liable for such violations. A new federal standard 
making money transmitters, as the principal, liable for violations of law by their agents is 
unnecessary and contrary to current state law. Such a standard would likely cause 
providers to shrink their networks with respect to low volume agents, thus reducing 
availability of services to the unbanked and low income communities. 

Conclusion 

Thank you for the opportunity to appear before you today on behalf of The Western 
Union Company. We look forward to working with the Subcommittee as you continue to 
examine this issue. 
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Appl eseed 


The Honorable Luis Gutierrez 
Chairman 

Subcommittee on Domestic and International Monetary Policy, 
Trade, and Technology 
United States House of Representatives 
Committee on Financial Services 
2128 Rayburn House Office Building 
Washington, DC 20515 

June 18, 2007 


Dear Chairman Gutierrez, 

Enclosed are the responses from Appleseed to the five questions submitted to 
us as a follow up to our testimony at the May 17, 2007 hearing entitled, 
“Remittances: Access, Transparency, and Market Efficiency- A Progress 
Report.” 

Appleseed firmly believes that requiring the posting of remittance cost and 
service information, pre-transaction, will lessen the cost of remittances, by 
requiring that one of the basic principles of the free-markct be in place - full 
information. 

We appreciated the opportunity to testify before your Subcommittee and are 
pleased to provide any additional resources or information to assist you in 
addressing the policy areas of transparency and market efficiency for 
remittance markets. 

Please feel free to contact me if I can be of any further assistance. We look 
forward to continuing to work with you on this important issue. 


Sincerely, 


Annette LoVoi 
Field Director 
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Appleseed Responses to Questions from the U.S. House Committee on Financial Services, Subcommittee 
on Domestic and International Monetary Policy, Trade, and Technology 


Additional Questions for Ms. LoVoi 
June 18, 2007 


1) Ms. LoVoi, in your written testimony you discuss the Fair Exchange program 
and the data collected through the program, which demonstrates the priority that 
consumers place on pre-transaction disclosures. What information should 
absolutely be disclosed pre-transaction? Should remitters be required to disclose 
all possible costs associated with a transfer prior to the transaction? This might be 
feasible with a large remitter location, but in a bodega, the owner doesn't have the 
resources to go through this amount of detail with each customer. How do you 
think we should address that issue? 


In developing the Fair Exchange disclosure template, we worked with a number of 
interested parties to create a disclosure that is both feasible to implement and meaningful 
to consumers. The template accommodates varying business models. All of the fields of 
the Fair Exchange disclosure template should be included in a posted pre-transaction 
disclosure, as we expressed in our testimony.’ Based on focus group testing of the 
Appleseed Fair Exchange template, consumers want to know the fee, the exchange rate, 
the time of delivery, and information on pick up fees. The focus groups also found the 
sample transaction information extremely helpful and asked for additional sample 
transaction values to be included, to provide information on higher dollar transfers. 'The 
Fair Exchange disclosure template allows for an “apples to apples” comparison of 
remittance options, which is a core goal of a pricing and service disclosure. 

As we mentioned in our testimony, Appleseed recommends a posted disclosure with the 
Fair Exchange template information for the top three delivery channels for the top three 
markets served by an agent or branch offering remittance services. We also recommend 
that the Federal Reserve Bank be granted rule making authority in implementing the 
disclosure and be required to consult with consumer and immigrant organizations and 
banking, credit union and remittance industry representatives in setting the final 
disclosure rules. 

A posted disclosure, modeled after the Fair Exchange disclosure, is flexible, to 
accommodate different market approaches by remittance companies, and not onerous, 
given the limitations of the number of countries and pick up agents or services that would 
be required. It presents a compromise that takes the core values of full pricing disclosure 
and implements them in a practical way that benefits the largest number of remittance 
consumers. 


‘ See Attachment 1 for a copy of the disclosure and the attached report, “The Fair Exchange: Improving 
the Market for International Remittances”. 


1 
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Appleseed Responses to Questions from the U.S. House Committee on Financial Services, Subcommittee 
on Domestic and International Monetary Policy, Trade, and Technology 


In addition to the posted disclosure, remitters should be required to disclose all possible 
costs for any unique transaction, in accordance with standard for many other financial 
service transactions. That disclosure could be made in the form of a receipt which the 
customer views before finalizing the transaction, or through other means which could be 
developed through a mle making process implementing such a requirement. 

Bodega owners post many different types of information in store locations — ^the price of 
cigarettes, beverage specials, the cost of money orders and cashing checks. There is no 
reason why a remittance disclosure could not be posted as well. 


2) Through the Fair Exchange program, Appleseed is working toward voluntary 
standardized disclosures for remittance transactions. If that is the case, why do 
we need federal legislation on disclosures? 


We are proud of the Fair Exchange program and the initiative our partners have taken in 
working to improve disclosures for remittance customers. However, launching such an 
initiative is time-intensive and it could take some years before the proposed standards 
become broad market practice. While a form of the Fair Exchange disclosure may 
become the industry standard over time, we are realistic in our expectations and 
understand that regulation will be more efficient and have a broader, more-consistent 
impact. The standards we have arrived at through the Fair Exchange process are in a 
word, the standards that are fair to consumers. They resemble the standards in many 
regulated areas of finance and the consumer economy. Put simply, the law recognizes in 
most areas that consumers are entitled to know the price of what they are buying before 
entering into the transaction. The general mles of the game should not be relaxed for 
remitters as is the current practice. 


3) In his testimony, Mr. Thompson states that any legislation we consider should not 
place traditional remittance providers at an unfair advantage to banks and credit 
unions. In general, do you agree with Mr. Thompson's statement, and 
specifically, if we give banks and credit unions access to the ACH transfer 
system, shouldn't we also give access to money remitters? 


Appleseed has not undertaken any legal research into the issues surrounding the ACH 
transfer system. 


2 





74 


Appleseed Responses to Questions from tlie U.S. House Committee on Financial Services, Subcommittee 
on Domestic and International Monetar>' Policy, Trade, and Technology 


4) In his testimony, Mr. Thompson expressed concern about the error resolution 
provision in my bill from last Congress, H.R. 928. Specifically, he stated that this 
particular provision would shift the burden of proof from the consumer to the 
provider. In other words, the consumer would only have to claim that an error 
had been made and the provider would then have to prove otherwise. Also, Mr. 
Thompson states that the one-year period allowed for a consumer to bring a 
complaint of an error is unfair. How do you respond to Mr. Thompson's 
concerns? 


We find credence to aspects of Mr. Thompson’s argument. Both Regulations E and Z 
give the consumer 60 days to report an error. We recommend that Regulation E be used 
as the guide for error resolution language and that the enacting legislation include more 
details on the error resolution procedures, including details regarding what is required of 
a consumer when reporting an error. Also, H.R. 928 gives the provider 90 days to 
respond to a consumers claim, whereas Regulations E and Z apply a much stricter 
standard of 10 days with a possible extension to 45 days under certain circumstances. 
Those standards should also be brought in line with the standards of Regulation E. 
Suggested language for changing the error resolution provision could include; 

The Federal Reserve Board shall, within 180 days of enactment, issue 
proposed rules for error resolution for international remittances 
substantially similar to those the Board has issued under Regulation E, 12 
FCR 205.1 1, taking due regard of the need for (a) a domestic U.S. entity to 
be responsible for error resolution on transactions in which it has 
participated, regardless of the contractual relations of the parties to the 
transactions; (b) provisions related to the full range of potential errors in 
international remittance transfers, including but not limited to error 
resolution claims that the correct amount of funds were not transferred, 
that an incorrect fee was charged, that an incorrect exchange rate was 
employed, or that the designated recipient in the foreign country did not 
pick up the transferred fluids. 
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Appleseed Responses to Questions from the U.S. House Committee on Financial Services, Subcommittee 
on Domestic and International Monetary Policy, Trade, and Technology 


5) In his testimony, Mr. Haider mentioned that MoneyGram is opposed to adding a 
layer of federal regulation on top of existing state regulations because this would 
increase compliance costs to this industry, which will be passed on to the consumer. 
Please respond to this. Doesn't he have a point? Are not increased regulatory 
requirements sometimes at odds with lower fees? 


Using Mr. Haider’s own arguments regarding the benefits of federal regulation of 
remittance businesses, if new federal standards provide a higher standard of disclosure 
and dispute resolution as compared to state standards, having one clear standard could 
make compliance processes more efficient because businesses would only be concerned 
with one set of standards at least in those two areas. Instead of viewing this as adding a 
new layer of regulation, it could be seen as a first step towards broader federal oversight 
and consistent industry standards. 

However, Congress should be clear as to where the federal standard has pre-emptive 
authority over state law, or it could inadvertently introduce new areas for confusion and 
litigation. Surely regulation can sometimes cost the consumer, but here, we believe that 
enforcing a requirement that remittance agents tell consumers what the cost of a 
remittance is, pre-transaction, will lessen the cost of remittances, by requiring that one of 
the basic principles of the free-market be in place - full information. 


4 




from the U.S. House Committee on Financial Services, Subcommittee on Domestic and International Monetary Policy, Trade 


76 




5 


may apply. You must have an ac(X}unt to access 




77 


Appleseed 




THE FAIR EXCHANGE: 


Improving the Market 
for International Remittances 


Appicsccd 727 15th Street, 11th Floor, Washington, DC 2(XX)S www.applesccdnctwork.org 202.347.7960 



78 


ACKNOWLEDGEMENTS 

We would like to give special thanks to the Center for Financial Services Innovation, for 
providing the seed funding for the Fair Exchange initiative, and to the Annie E. Casey 
and Levi Strauss Foundations for supporting our work. Cravath, Swaine, and Moore, 
LLP provided excellent support in the design and drafting of this report. We would like 
to thank the Fair Exchange Committee for their time, effort, and many contributions to 
our work, and Linda Singer, the former Appleseed executive director, for her important 
contributions to this report and to the Fair Exchange process. We would also like to 
thank all those interviewed for this report, for their time and insight. 

The findings and conclusions of this report are those of Appleseed alone and do not 
necessarily reflect the opinions of the Fair Exchange Committee members, interviewees 
or other outside contributors, or of the project advisors or funders. 

Finally, we would like to thank our community partners for their assistance in organizing 
the focus groups: Olivia Hernandez with Centro Comunitario Juan Diego in Chicago, 
Illinois; David Casas with the Latin American Association in Atlanta, Georgia; and 
Karen Lyons and Erika Leos with Foundation Communities in Austin, Texas. 


Report Contributors: 

Appleseed Staff: 

Ann Baddour, Principal Author, Senior Policy Analyst, Texas Appleseed 
Theresa Brower, Director of Development & Program Manager, Georgia Appleseed 
Sharon Hill, Executive Director, Georgia Appleseed 
Annette LoVoi, Interim Executive Director, Appleseed 

Jos4 W. Melendez, Policy & Research Associate, Chicago Appleseed Fund for Justice 
Michael Pahr. Program Associate, Appleseed 

Gloria Saramiento, Associate, Immigrant Integration and Civic Participation Program, Nebraska 
Appleseed 

Erica Terrazas, Public Policy Fellow, Texas Appleseed 

Darcy Tromanhauser, Director, Immigrant Integration and Civic Participation Program, Nebraska 
Appleseed 

Project Advisor; 

Michael S. Barr, Professor, University of Michigan School of Law 

Pro Bono Support: 

Cravath, Swaine & Moore, LLP 


Appleseed, a non-partisan and non-profit organization, is a network of public interest law Centers working 
to identify and address injustices in their communities. Appleseed works to build a Just society through 
education, legal advocacy, community activism and policy expertise, addressing root causes and producing 
practical solutions. As one of the nation's largest legal pro bono networks, Appleseed Centers work both 
independently and collectively, bringing their own experiences to create local solutions that arc nationally 
relevant. Wc connect the top private practice lawyers, corporate counsel, law schools, civic loaders, and 
other professionals to tackle problems. 



79 


Executive Summary 


International remittances from the United States to Mexico and Latin America are 
continuously increasing paralleling the large growth in Latino immigrant communities in 
the United States. A recent report from the Inter-American Development Bank estimated 
that remittances from the United States to Latin America, primarily sent by migrants to their 
family members abroad, reached S45 billion in 2006, an increase of $5 billion from 2005.* 
The growing importance of international remittance markets, both as a business and an 
economic development opportunity, has drawn policy and research attention in recent years. 
Policymakers, market participants and researchers have recently focused attention on how 
to reduce the costs and improve the transparency of pricing of international remittances. 

In the 2001 Partnership for Prosperity between the United States and Mexico, both countries 
focused on cooperation to reduce the cost of international remittances as an important joint 
policy goal. The 2004 Summit of the Americas in Monterrey, Mexico also affirmed the 
goal of reducing remittance costs in the Americas. A report from the spring of 2006 
showed that prices are likely coming down. From 2000 to 2005, the average cost of sending 
$200 from the United States to Latin America fell from 10% of the transaction amount to 
5.6%.^ However, more can be done to reduce costs and improve price transparency, to 
assist consumers in comparison shopping for remittances. With existing disclosures it is 
often hard for consumers to understand, before they engage in a transaction, the full costs of 
sending a remittance, including transaction fees and the exchange rate spread, the difference 
between the exchange rate offered to the customer and that obtained by the remittance firm. 

Recent studies by the World Bank have noted the importance of transparency in 
international remittance markets. A January 2007 report, entitled General Principles for 
International Remittance Services, listed as the first general principle, “The market for 
remittance services should be transparent and have adequate consumer protections,”’’ A 
2005 Appleseed study of the U.S.-Mexico remittance market highlighted challenges 
consumers face in determining and comparing exchange rates and fee pricings for low- 
dollar international remittances to Mexico across .service providers. A major finding of the 
report, in line with the World Bank’s principles, was that the international remittance 
market could benefit from consistent, accessible, and comparable pre-transaction pricing 
disclosures,'* 

As part of a new approach to implementing consumer disclosures, Appleseed and its 
partners launched the Fair Exchange effort in April of 2006 to explore the possibility of 
creating a market-based initiative for providing improved pricing disclosures in 
international remittance markets, similar to the Fair Trade branding of coffee. The premi.se 


' Inter-American Development Bank and Multilateral Investment Fund. Sending Money Home: Leveraging 
the Development Impact of Remittances. October 2006. p.4. 

^ Manuel Orozco. “International Hows of Remittances: Cost, Competition and Financial Access in Latin 
America and the Caribbean — Toward an Industry Scorecard.” Inlcr-Amcrican Dialogue, May, 2006. p. 2. 

^ General Principles for International Remittance Services. Committee on Payment and Settlement Systems, 
The World Bank. January 2007. p.21. 

Appleseed. Creating A Fair Playing Field for Consumers: The Need for Trarntparency in the U.S.-Mexico 
Remittance Market. December 2005. 



of the initiative is that offering clear pre-transaction disclosures for remittance transactions 
could increase the market share of participants, benefiting competitive players and 
consumers alike. By highlighting pricing up front, market participants would publicly 
signal that they are interested in dealing with customers in a forthright manner. Voluntary 
disclosures could help to improve the public image of the participating firms. Moreover, 
the Fair Exchange process would help to create a forum for industry and consumer 
representatives to engage in positive and creative dialogue and joint initiatives with the goal 
of producing mutually beneficial market solutions to other relevant issues. As part of the 
process of developing a market-based voluntary disclosure program, Appleseed convened 
the Fair Exchange Committee, including representatives of the international remittance 
industry, banks, credit unions, federal and state regulators, and consumer advocates. 
Appleseed has worked with the committee to develop approaches for pre-transaction 
disclosures and for a Fair Exchange program. 

This report summarizes the findings of the Fair Exchange process in three areas: 

• model consumer disclosures, which underwent focus group testing in immigrant 
communities; 

• models of voluntary industry standards; and 

• a fair exchange program and disclosure template for piloting. 


Focus Group Testing of Consumer Disclosures 

For consumer disclosures to work, consumers need to understand them. The Fair Exchange 
developed disclosure models after extensive discussion with experts, and then tested the 
models through focus groups in four immigrant communities with a total of fifty 
participants. The first section of the report presents the results of consumer focus group 
testing of pre-transaction disclosure template developed through discussions with the Fair 
Exchange Committee. 

Four focus groups were held in Chicago, ftlinois; Atlanta, Georgia; Lincoln, Nebraska; and 
Austin, Texas. The groups included people who regularly remit money to family members 
in seven countries in Latin America, with the majority remitting to Mexico. They also 
included variations in gender, age, education, and income: 

• The majority of participants had monthly incomes of $2000 or less; 

• One-quarter had only an elementary school education, while 42% had a middle school 
or high .school level education; 

• Ju,st over half of the participants sent amounts between $100 and $300 to family 
members in Latin America; and 

• 65% of participants sent money at least once per month. 

Through the focus groups, we strived to understand the immigrants’ remittance practices 
and priorities and to test their reactions to the new pricing disclosure template. Participants 
were asked to rank a variety of factors alfecting remittance transactions on a scale from 
most important to least important. Participants could rate more than one factor as most 
important. Of the factors presented, the top three were security, reliability, and cost. 



Sixty-one percent of participants ranked security as most important, 57% ranked reliability 
as most important, and 50% gave cost the highest ranking. 

Prior to seeing the model disclosures, most participants reported that they felt they had 
adequate access to pricing information. Participants tended to use word of mouth as their 
main source of information regarding pricing and service. Those who compared prices 
often had to visit the locations of competing services, which they found cumbersome. 

Notwithstanding their previous sense of comfort with the transaction information, when 
participants viewed the disclosure templates, they found them extremely beneficial. The 
discussions revealed that participant expectations of the marketplace were quite low. When 
presented with higher standards of disclosure, they quickly embraced them: 

• All the participants liked the idea of a clear, uniform, pre-transaction disclosure. 
The current practice differs from firm to firm and location to location, with some 
locations providing various components of pricing information prior to the transaction 
and others only after the transaction has been completed. 

• In comparing the different versions of the pre-transaction pricing disclosure template, 
participants chose the templates with more detailed transaction information rather 
than the simplest version. 

• Participants focused on the actual value of the funds received by their family 
member in local currency in the recipient country, net of all fees to send or receive, 
and net of the exchange rate spread. 

• The discussion revealed that predictability of the transfer is a high priority and that 
having an official disclosure helps them not only compare services, but also feel 
secure that the service they choose is providing a guarantee to meet their expectations. 

• Participants in each of the focus groups stated that they would prefer to use a business 
that posted a pre-transaction pricing and service disclosure over one that did not. 

As one participant shared, "I would not like just one business to use this [disclosure table], 1 
would like all businesses to use this!” 

The focus groups provide evidence that that there is a market-based incentive for businesses 
to adopt consistent and complete pre-transaction disclosures for international remittance 
transactions. The results reflect the importance of remittance transactions to immigrant 
consumers and the multiple priorities that affect decisions to use one service over another. 
The disclosure templates presented to focus group participants address many of those 
priority issues, including information on fees, the exchange rate, date of availability, and a 
subset of locations for pick up of the funds. Consumers in the groups wanted the 
information and expressed a preference for businesses that would provide it. The 
preliminary template, which represents the disclosure preferences of the focus group 
participants, can be used as a starting point for developing a final disclosure form. Further 
market testing and industry vetting, to ensure the disclosure is compatible with varying 
business models, are necessary to reach a final template. 
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Models for Voluntary Industry Standards 

Section II of the report presents information on models for voluntary, market-based 
initiatives for implementing industry standards, similar to the Fair Trade concept. The 
models are designed to provide insight into how the international remittance industry could 
create a voluntary program for pre-transaction disclosure standards. The section explores 
four models that currently exist in the marketplace: 

1. An industry trade association setting and enforcing market standards for its 
members; 

2. A independent non-profit organization working to establish industry standards 
through grassroots work; 

3. A independent non-profit organization setting and enforcing standards for 
industry; or 

4. Individual businesses setting internal standards for investments, suppliers, or 
agents. 

Each of these models could be applicable to a market-based pre-transaction disclosure 
initiative. Appleseed worked with the Fair Exchange Committee in order to target the most 
appropriate models in the context of the current international money transfer industry 
environment. 


A Fair Exchange Program 

The final section of the report provides approaches to a Fair Exchange program proposed by 
Appleseed and based on feedback from the Fair Exchange process. Designing a market- 
based disclosure initiative for international remittance businesses has two key components: 

• developing participation standards and 

• developing an administrative framework for the initiative. 

The Fair Exchange Committee proceedings pointed to minimum market standards that take 
into account key barriers to disclosure raised by industry participants in the committee and 
that could be implemented in the current market environment: 

1. Pre-transaction Disclosure. A pre-transaction disclosure, such as the preliminary 
template developed through focus groups and committee proceedings, will be 
provided to each money transfer retail location for the top three paying agents^ in the 
top three destination countries; 


’ A paying agent is the agent that disburses the funds sent through a money transfer business in the United 
States to the funds recipient in the destination country. 


IV 



83 


2. Facilitated Complaint Resolution. Each money transfer business must provide 
consumers with a phone number to call in the event of any problems with the service 
and the phone number of appropriate state and federal regulators; and 

3. Good Faith Compliance with Minimum Standards. Money transfer businesses 
must make a good faith effort to have the pre-transaction disclosure posted in each 
retail location of the business. 

In addition to issues around consumer disclosures, the committee discussed other concerns 
and opportunities that a Fair Exchange program could address. These include: 

1 . Working to address problems with access to bank accounts for money service 
businesses, including non-bank money transfer businesses; and 

2. Exploring creative collaborations among banks, non-bank money transfer 
businesses, and consumer organizations to improve the financial inclusion of 
immigrant communities. 

Two of the voluntary market-based industry standard models described in the second 
section of the report stand out, currently, as having the most potential for the international 
money transfer market: 

1 . A business setting internal standards; and 

2. An independent non-profit organization setting and enforcing industry standards. 

Of the two models listed above, the model of the business setting internal standards is the 
easiest to implement. It is low-cost and offers each business significant flexibility in 
implementing standards to fit its business model. The disadvantage of this approach is that 
it may face difficulties in gaining credibility among consumers and businesses would not 
benefit from a broad-based marketing campaign and collaborative advantages of being part 
of an organization that implements and enforces the standards. 

The second approach, an independent non-profit administered program with membership 
based on meeting explicit standards, similar to the Fair Trade Federation, would be costly 
and difficult to establish. Benefits of this approach include a national branding and 
marketing of the initiative; credibility of the standards through enforcement by an 
independent body; advantages of working with other members to explore creative solutions 
for issues impacting both industry and consumers; and collaborating on future market-based 
initiatives. 

This report is a preliminary step in launching such a market-based initiative. It provides an 
opportunity for the industry to work cooperatively with consumer organizations to achieve 
common goals. The next steps in the process include a limited pilot to test the disclosure in 
a market setting, and then expanded implementation if the pilot proves successful. A 
number of participants in the Fair Exchange process have agreed to pilot pre-transaction 
disclosure in the coming months. These pilots should lay a solid foundation for future work 
establishing the Fair Exchange. 
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Introduction 


The international remittance market in the United States, largely fueled by immigrants 
sending money to family members abroad, has experienced significant growth over the 
last 15 years. Based on statistics from the International Monetary Fund, from 1990 to 
2005, remittances sent from the United States to countries around the world more than 
tripled, from $11.8 billion to over $38 billion.® Remittances worldwide to Latin 
American countries grew from $5.8 billion in 1990 to over $53 billion in 2006, with 
much of that remittance activity originating in the United States.’ The Inter-American 
Development Bank estimates that remittances sent from the United States to Latin 
America and the Caribbean reached $45 billion in 2006, an increase of $5 billion over 
2005.® Remittances to Mexico alone reached $25 billion in 2006, with the vast majority 
coming from the United States.® 

The growth in the U.S. international remittance market can be tied to significant growth 
in immigrant communities and particularly growth in immigration from Latin America. 
Currently, over 35 million immigrants live in the United States, including over 19 million 
from Latin America.'® The Latin American immigrant population grew 126% from 1990 
to 2005, and has grown 18% between 2000 and 2005," Increases in remittances are tied 
to both growing immigrant communities and growth in the amounts of money sent by 
individual remitters. Because of the large amounts of money flowing across borders, 
international remittances have become a major policy focus, both in terms of their 
development impact on recipient communities and their importance to immigrant 
communities here in the United States. 

Lowering the costs of sending remittances and improving pricing disclosures for 
remittance transactions have been components of important domestic and international 
initiatives in recent years. The U.S.-Mexico Partnership Prosperity was launched in 
September of 200 i. One of the explicit goals of the partnership was, “Lowering the cost 
to Mexicans and Mexican-Americans in the United States of sending money home so that 
their families get to keep more of their hard-earned wages.”'^ It was this agreement that 
prompted the Federal Reserve Bank collaboration with Banco de Mexico to create the 
FedAutomated Clearinghouse International Mexico Service, a low-cost money transfer 


Global Economic Prospect 2006: Economic Implications of Remittances and Migrations. World Bank 
2005. 

’ Sanket Mohapatra, Dilip Ratha, Zhimei Xu, and K. M. Vijayalakshmi, “Migration and Development Brief 
2: Remittance Trends 2006.” World Bank. November 2006, and Global Economic Prospects. World 
Bank. 2006 

* Sending Money Home: Leveraging the Development Impact of Remittances. Inter- American 
Development Bank and Multilateral Investment Fund. October 2006. p.4. 

“IDB fund, Institute of the Americas hold conference on investments backed by remittances in Mexico.” 
Inter- American Development Bank. February 1, 2007. 

“ American Community Survey 2005. 

’ ' U.S. Census 1 990 and 2000 and American Community Survey 2005. 

“Joint U.S.-Mcxico Statement.” Joint Statement by the Presidents of the United States and Mexico. 
Monterrey, Mexico. March 22, 2002. 
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option now called “Directo a Mexico.”''^ In addition, a number of bills have been filed in 
the U.S. Congress to improve pricing disclosures for international remittance 
transactions. These efforts have attempted to create standardized disclosures for receipts 
and create requirements for pre-transaction disclosures of total costs, including fees and 
the cost of the exchange rate spread, the difference between the exchange rate received 
by the money transfer company and the exchange rate provided to the customer.*'* To 
date, none of these initiatives has become law, but there continues to be a policy debate 
over what types of disclosures are appropriate for international remittance transactions. 

The 2004 Summit of the Americas in Monterrey, Mexico highlighted the priorities of the 
leaders of the Americas for reducing the cost of remittance transactions by one-half by 
2008 through encouraging competition, leveraging technology, eliminating regulatory 
barriers, and improving pricing transparency and consumer protections.'^ Two years 
later, there is evidence supporting a decrease in pricing, particularly in major remittance 
corridors, such as the U.S.-Mexico corridor. An Inter-American Dialogue study, from 
the spring of 2006, documented a drop in average charges for a $200 remittance from the 
U.S. to Latin America from 10% of the transaction amount in 2000 to 5.6% in 2005.'® 
The same report documented improved competition over the five-year period, with a 
recent trend of consolidation in the remittance industry. 

A study of the U.S.-Mexico remittance market, published in December 2005 by 
Appleseed, examined pricing transparency in the U.S.-Mexico market and noted the 
decrease in pricing, but highlighted difficulties consumers face in comparing total 
transaction pricing among companies, in part because of difficulties in comparing 
exchange rates.*’ The report documented three key issues impacting pricing 
transparency; challenges faced by consumers in choosing the best-priced service because 
of variations in the exchange rate spread from day-to-day; inconsistent pre-transaction 
pricing information, with some services refusing to provide exchange rate information 
over the telephone; and a lack of consistent regulations from state to state with regard to 
disclosure requirements.'® A World Bank study, released in November of 2005, included 
similar issues.'^ The report noted that remittance pricing was often complex and not fully 
transparent.’" It also cited varying regulatory burdens faced by the industry as a 
contributor to costs and fees. 

A recent World Bank report, providing principles for international remittance services, 
reinforces the need for improved pricing disclosures for remittance transactions: “General 


13 

For more information, see: http://www.frbservices.org/Retail/intfedach.html . 

Creating a Fair Playing Field for Consumers. Appleseed. December 2005. p. 4. 

“Declaration de Nuevo Leon.” Accessed on 114101 at htip.7/www.sice. oas.org/ftaa/nleon/nleon_e.asp. 

*** Manuel Orozco. “International Flows of Remittances: Cost, competition and financial access in Latin 
America and the Caribbean — toward an industry scorecard.” Inter-American Dialogue. May, 2006. p. 2. 

Creating A Fair Playing Field For Consumers: The Need for Transparency in the U.S.-Mexico 
Remittance Market. Appleseed. December 2005. 

Creating a Fair Playing Field for Consumers, Summary Report. Appleseed. 2006. p.6. 

Global Economic Prospect 2006: Economic Implications of Remittances and Migrations. World Bank. 
2005. 

77. P.136. 
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Principle 1 . The market for remittance services should be transparent and have adequate 
consumer protections,”-' The report points out the importance for consumers to know the 
total price and speed of the transaction before committing to a particular service and 
asserts that this level of transparency will benefit the market through more effective 
competition and improved efficiency." 

Building on the research to date, examining opportunities for increased pricing 
transparency in international remittance markets, Appleseed is working to create a 
positive path to address negative perceptions of the international remittance market and to 
find ways by which businesses that provide international money transfer services can 
grow and differentiate through providing a better consumer end product. 

In April of 2006, Appleseed convened a group of industry, regulatory, and consumer 
representatives, the Fair Exchange Committee, to explore options for a voluntary market- 
based approach to improve pre-transaction disclosures for international remittance 
transactions. This report includes three main sections describing the results of the work 
of the committee and presenting options for creating a branding program similar to the 
Fair Trade concept. The goal of the program is to assist consumers in choosing the best 
remittance value to meet their needs and to positively differentiate competitive industry 
players. 

A major challenge in providing pre-transaction pricing disclosures for international 
remittances is in determining what information is practical for the different industry 
players to provide and what is meaningful for consumers. The first section of this report 
presents the results of focus group testing, with Latin American immigrants, of pre- 
transaction disclosure templates. The templates tested were developed through 
discussions and feedback of the Fair Exchange Committee, 

The second section of the report presents four voluntary standards models that currently 
exist in the marketplace and upon which a branding campaign could be based. The four 
models include an industry trade association administered program; an independent non- 
profit working to establish standards through grassroots organizing; an independent non- 
profit setting and enforcing standards for industry; and a powerful consumer or business 
setting internal standards for subcontractors, suppliers, or agents. 

The final section of the report presents voluntary market-based disclosure program 
models that have potential to work, based on the discussions and feedback of the Fair 
Exchange Committee. 


■’ General Principles for Imemalional Remittance Services. Committee on Payment and Settlement 
System.?. The World Bank. January 2007. p.21. 

Id. pp. 1 1 and 13. 
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Section I: Consumer-Testing of Pre-transaction Disclosures 


A major component of the work of the Fair Exchange Committee has been to explore a 
pre-transaction pricing disclosure strategy both designed and implemented by the 
industry, in partnership with consumer advocacy organizations?^ Discussions of the 
group, over a nine-month period, raised issues that make disclosures challenging for 
remittance providers. Key challenges raised include the following: 

• Exchange rates offered by money transfer providers vary based on the agent location 
and currency fluctuations throughout the day; 

• Exchange rates may also vary based on paying locations in the destination country; 

• Some money transfer providers serve a large number of countries, and posting for 
each country would be impractical; 

• Agents may lack space for posting or the willingness to post pricing information; and 

• Quantifying the added costs of account maintenance or overdraft fees may be 
indirect costs of using international money transfer products at financial institutions. 


In an effort to address many of these concerns, Appleseed worked with the Fair Exchange 
Committee to develop a disclosure that could overcome practical barriers while providing 
consumers with essential transaction information. 

The consumer focus groups, discussed in this section, were designed to gauge the 
importance and effectiveness of the resulting disclosure.^'* The focus group information 
reflects the practices and opinions of the participants and does not necessarily reflect 
those of remitting communities as a whole. 


The findings and conclusions of this report are those of the authors alone and do not necessarily reflect 
the opinions of the Fair Exchange Committee members or of the project funders. The Fair Exchange 
Committee includes representatives from Appleseed and its center affiliates; JoAnn Carlton and Paul 
Kramer, Bank of America; Arjan SchUtte, Center for Financial Services Innovation; Sandra Reilly, 
Citibank; Oscar Chacon and Amy Shannon, Enlaces America; Michael Frias, Federal Deposit Insurance 
Corporation; Elizabeth McQuerry and Elena Whisicr, Federal Reserve Bank Retail Payments Office; Ben 
Knoll, GrupoExpress; Manuel Orozco, Intcr-American Dialogue; Don Terry, Inter-American Development 
Bank; John Herrera, Latino Community Credit Union; James Maloney, Mitchell Bank; Dan O’Malley, 
MoncyGram; Beatriz Ibarra and Eric Rodriquez, National Council of La Raza; Edna Butts and Paco Fclici, 
Texas Attorney General’s Office; Stephanie Newberg, Texas Department of Banking; Scott Schmith, U.S. 
Department of Commerce; Ronald Schwartzman Unitcller; Michael Barr, University of Michigan School of 
Law; Paul Dwyer, Viamcricas; and Daniel Ayala, Wells Fargo. 

See Appendix A for the disclosure templates created through the Fair Exchange Committee input. 
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Focus Group Overview 

Between September 26 and October 1 1 of 2006, Appleseed conducted focus groups in 
Chicago, Illinois; Atlanta, Georgia; Lincoln, Nebraska; and Austin, Texas. The goal of 
the focus groups was to gain insight into three questions: 

• What information is important to consumers when selecting a remittance service? 

• How do they access that information? 

• Would a pricing and transaction information disclosure chart be helpful and 
understandable? 

The focus groups had a total of 50 participants who sent money on a regular basis to 
Latin America. Participants were bom in eight different countries and remitted money to 
seven countries in Latin America. Over half of the participants were women, 66% female 
and 34% male. The participants were largely lower income, with the majority having 
monthly incomes of $2000 or below. Just over half of the participants had a high school 
education or below, and the majority of the participants had lived in the United States for 
five years or more. 


Focus Group Participant Overview 


Country of Birth 


Mexico 

1 58% 1 

El Salvador 


Guatemala 


Peru 

MIM 

United States 


Honduras 


Colombia 

14% 

Dominican Republic 

4% 


Education 


No School 

0% 

Elementary 

24% 

Middle/Jr. High 

18% 

High School 

24% 

TeehnicalATrade School 

16% 

University 

18% 


Gender 


1 Female i 

66% 1 


rm 


Years Resided in U.S. 


1 year or less 

10% 

1 to 5 years 

18% 

Between 5 and 10 years 

34% 

More than 10 years 

38% 


Monthly Family Income 


Less than $1000 

42% 

$1000 to $2000 

44% 

$2001 -$3000 

10% 

More than $3000 

4% 
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Current Participant Remittance Practices 

The focus group participants sent money to the country of their birth, with the exception 
of those bom in the United States, who sent money either to Mexico or to Honduras. 
They sent a variety of amounts, with 86% sending $300 or less and 64% sending $200 or 
less. The cost of the transaction fee was evenly spread among participants throughout the 
range of $5 to $15. Few people spent more than $15 to send money per transfer. They 
tended to send money once per month or more, with 43% sending once per month and 
22% sending more frequently than once per month. Money transfer companies were the 
most common method of transfer among participants. Seventy-nine percent used a 
money transfer company. Twelve percent used a bank account or ATM card transfer and 
22% either brought the money themselves or gave money to another person to bring for 
them. Some participants used more than one transfer option. 


Participant Remittance Profile 


Amount Sent 


$0 - $100 

31% 

$101 -$200 

33% 

$201 - $300 

22% 

$301 - $400 

10% 

$40 1 and above 

4% 


Frequency 


Once or twice a year 

9% 

A few times a year 

28% 

Every month 

43% 

Every two weeks 

13% 

Every week 

9% 


Sending Method 

(multiple methods could be selected) 


Wire transfer/Remittance service 

79% 

Traveler’s checks 

4% 

Mail personal check 

2% 

Mai! cash 

6% 

Mail money order 

4% 

Use bank ATM/Debit card 

6% 

Electronically transfer money 
from a bank account 

6% 

Bring it myself by hand 

9% 

Family member brings it 

13% 

Courier or other business to 
drive or send it to destination 

11% 

Other 

2% 


Cost 


Destination 


Mexico 

62% 

El Salvador 

8% 

Guatemala 

4% 

Peru 

4% 

Honduras 

4% 

Colombia 

14% 

Dominican Republic 

4% 


Average cost 

$8.68 

$5 or less 

28% 

$5.01 to $9.99 

30% 

$I0-$15 

36% 

Over $15 

6% 
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Choosing a Money Transfer Service 


Focus group participants were asked a series of questions regarding how they 
obtain information about intemationa! remittance transactions and what factors 
they consider in choosing one service over another. Participants listed a variety 
of factors that are important in selecting a remittance service. The most 
important factors across all the focus grou|» were security, reliability — having 
the promised amount of money arrive in the designated time period — and 
accessibility to family members on the receiving end. A common sentiment 
expressed in the group was that people would be willing to pay a little more to 
ensure that their family members received the full amount promised without any 
delays or other difficulties. After those factors, transaction price and exchange 
rate were the most important. Participants also expressed wanting flexibility in 
choices as well as access to more information at the beginning of the 
transaction. Most paiticipants commented that it was easy to obtain pricing 
information, but could be time intensive: “You have to go everywhere to get 
prices,” and, “Stores don’t often give information over the phone — they say 
come on into the store and they’ll give us the information.” Family and friends 
were consistently the most common way for people to obtain pricing and 
service information. Participants were generally satisfied with the information 
presented on transaction receipts and tended to stick with a service once it 
proved reliable. 

As part of the discussion, participants also raised challenges and concerns. 
Participants across the focus groups expressed frustration regarding 
transactions not turning out as promised. In some instances, the pick up 
location was much farther from their family home then the sending agent 
had indicated or was not open on a weekend. Identification requirements 
to pick up the money were not always clearly communicated, and in some 
instances, participants sent money in dollars only to find out that the pick 
up location refused to pay out in dollars or did not have dollars available. 
Participants also complained of instances where money was not delivered 
at the promised exchange rate. There was a strong desire for predictability 
in the transaction. As one participant expressed, “We want to know what 
the fee is that they’ll charge us on the other side.” According to another 
participant, “the amount paid over there makes a larger difference than 
whatever it is you may save here.” Participants commented that money is 
not always available for pick up at the promised time and sometimes the 
pick up locations claim they have no money available to pay out. “It is 
important to us that the price is good, and it would be good to see it lower, 
but what we want most is to make sure is that our family receives the 
money.” 

Confidence in the banking system as a means for sending remittances varied among the 
different focus groups. Those who used banks liked being able to call a number and 
obtain accurate transaction information and felt that bank-io-bank services were 
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preferable because they were often the cheapest and the fastest option. However, other 
participants distrusted banks and were suspicious of fees charged to maintain accounts. 
Participants generally expressed confidence in banks in the receiving country as a pick up 
location. They felt banks were more secure and reputable, as well as having a better track 
record with customer service and a more reliable record of paying out money on time. “It 
is very important that [the pick up agents] have respect for our time. Folks have things to 
do, children to watch, and cannot afford to be waiting around for service.” Some 
participants also liked to see official documentation of licensing of both the sending and 


r 

Participant Priorities in Choosing a Money Transfer Service 

1 

1 Money Available Quickly 

Convenient Pick Up 
Locations 


Sender Long-time Service User |j 


Most Important 

61% 


Most Important 

.34% 


Most Important 

24% 



Very Important 

35% 


Very Important 

49% 


Very Important 

26% 



Important 

4% 


Important 

13% 


Important 

43% 



Not Important 

0% 


Not Important 

4% 


Not Important 

7% 


Service is Secure 


Convenient Sending 
Location 


Convenient Hours for Sender 


Most Important 

61% 


Most Important 

35% 


Most Important 

20% 



Very Important 

33% 


Very Important 

33% 


Very Important 

35% 



Important 

7% 


Important 

20% 


Important 

30% 



Not Important 

0% 


Not Important 

13% 


Not Important 

15% 


Service is Reliable 


Comfortable for Recipient 

Comfortable Sending 
Environment 



57% 


Most Important 

36% 


Most Important 

19% 






Very Important 




B5E1 




9% 


Important 

32% 






Not Important 

0% 


Not Important 

2% 


Not Important 

9% 


Sending Fee 


Agent Speaks Sender’s 
Language 

No Other Options for Sender 


Most Important 

50% 


Most Important 

30% 


Most Important 

16% 



Very Important 

33% 


Very Important 

43% 


Very Important 

34% 



Important 

17% 


Important 

15% 


Important 

30% 



Not Important 

0% 


Not Important 

13% 


Not Important 

20% 


Exchange Rate 









Most Important 

49% 








Very Important 

29% 


* r ocus group participants ranked each of the factors in this 
tabic by level of importance to them. Participants could 
designate the same ranking level to multiple factors. 



Important 

13% 




Not Important 

9% 
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receiving agents to give them confidence in the legitimacy of the businesses, and also a 
place to contact if they have a problem or grievance. 

The results of the survey largely mirrored the focus group discussion. Security and quick 
availability of money were most important for the largest number of focus group 
participants, at 61%. Reliability of the service was the next highest priority, at 57%, 
followed by sending fee and exchange rate at 50% and 49%, respectively. 

Disclosure Tables: Consumer Feedback 


After the general discussion regarding market preferences and practices of the focus 
group participants, four different disclosure charts, using a transaction to Mexico as the 
sample transaction, were shared for consumer reaction. Each chart was presented 
individually and in a different order among the four focus groups. The fields of 
information covered by the charts included: 

• Pick up location 

• Fee for sending $ 1 -$300 

• Exchange rate 

• When funds are available for pick up 

• Type of transaction 

• Pick up fee 

• Money received for sample $ 1 00, $200, and $300 transactions 

• Effective exchange rates for each sample transaction.^^ 

Table 1 included all of the fields; Table 2 included all the fields except for the sample 
transactions; Table 3 included all the fields except for the effective exchange rate; and 
Table 4 included the pick up location, fees for sending the money, exchange rate, and the 
three sample transactions without the effective exchange rate.^* 

The order of presenting the charts did not generally impact consumer reaction to them. In 
each of the focus groups consumers preferred more information rather than less. They 
wanted to see information about the speed of availability, type of transaction, and any 
account fees that might apply, and they found the sample transactions to be very helpful. 
In one focus group, participants asked that sample transactions be provided for $100 to 
$1000. Another group had some discussion regarding whether or not it was relevant to 
have multiple sample transactions. A participant commented, “I can just do the math 
with my calculator.” However, other participants laughed and one said, “You’re going to 
be there with your little calculator, but if I don’t have a calculator with me, it’s not going 
to work!” The group agreed, after some discussion, that having three amounts was good, 
because the best option depended upon the amount being sent. 


“ The effective exchange rate is the exchange rate a customer would receive if all the fees were included in 
the rate, similar to the APR on a home mortgage loan. 

® See Appendix A to view the tables. 
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Three of the four groups liked the effective exchange rate after it had been 
explained. The fourth group found it confusing: “Although there is a lot of 
information [in this table] the truUi is that this chart is incomplete because, for 
example, the effective exchange rate was not defined.” One group fell that the 
effective exchange rate had to be present to really compare costs and another, 
once they understood the rate, began reassessing their opinions about the best 
option based on the new information. 

Participants in all of the groups were able to choose the cheapest option in the 
table as well as assess the best option given their needs — one-hour transfer or 
next-day transfer and the amount of money teing sent. They understood all of 
the information in the tables, found it useful, and took the time to read it 
carefully. One participant said, “I come in with my pencil and paper and I 
figure out how much they are charging for what they are paying out.” Though 
one group commented that they do not usually read the fine print, all groups saw 
that there was a fee associated with the account-based product and the fee 
impacted their assessment of the product. In designing a final table, it may be 
appropriate to increase the size of the fine print. 

All of the focus groups reacted positively to the disclosure tables and 
affirmed that they would prefer a business that offered such a disclosure 
over one that did not. Participants expressed their need to have things in 
writing to avoid confusion about what was conveyed to them by the teller 
and what they agreed to on the receipt. This point supports the survey and 
discussion data regarding consumer priorities of security, reliability, and 
guaranteed availability. It reflects the importance to these consumers of 
receiving official information that the money sent will, in fact, be available 
for pick up at the time and in the amount promised. 

Participants wanted to see the information in a variety of locations. They 
currently access money transfer information through advertisements, 
television, and word of mouth. Suggestions for places to see the disclosure 
included the following: 

• On a poster at the point of sale 

• In the window at the point of sale 

• On a business card sized or other small sized paper that consumers 
could take with them 

• In community newspapers 

• On television 

• On the radio 

• On the bus 

• In the news broadcast 
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Participants also requested additional information fields: 

• Identification requirements to pick up the money 

• Hours of pick up locations — particularly to confirm weekend hours 

• Telephone number to call the money transfer company 

• Telephone number of regulator to report a problem or grievance 

Of the tables presented, Table 3, which includes all the fields of information except for 
the effective exchange rate, was the one most commonly perceived to be the clearest 
and provide the best information. Consumers liked the effective exchange rate, but felt 
it would require educating money transfer customers about it to avoid confusion. 
Participants also suggested some minor changes in wording for the Spanish version of 
the table. The following page shows a version of the table with changes based on many 
of the participant suggestions. It does not include identification requirements to pick up 
the money, hours of the pick up location, or a phone number for official complaints. 
Those fields could be included if feasible for money transfer service providers. 

Participants in the four focus groups were savvy about the costs and other factors 
involved in choosing a service to send money to their home countries. They prioritized 
low cost, but particularly cared about the predictability of the transaction on the 
receiving end and were willing to pay more for a service they knew to be reliable and 
easy to use for their family members in Latin America. 

The participants liked the disclosure tables because they provide official information 
about money transfer transactions and clarify all significant costs and other factors 
related to the transactions so that both the senders and receivers know what to expect. 
They noted that the tables would make them feel more confident that they are receiving 
a legitimate service and that all the transaction terms are clear. 

Prior to viewing the disclosure tables, participants felt that they had reasonable access 
to pricing information. Upon viewing the tables, they saw the potential for greater 
clarity and easier access to information and they wanted the information. They all said 
that they would prefer a business that provided such information to one that did not. 

In the context of launching a market-based pricing disclosure initiative, the focus group 
information provides compelling evidence that offering a complete, pre-transaction 
disclosure could have a positive business impact. The disclosure addresses key 
consumer concerns — predictability of the transaction terms and cost information — in an 
easy to access and reliable form. Providing the disclosure also helps the industry by 
creating positive public exposure and highlighting competitive pricing and good 
customer service. The disclosure preferred by the focus groups provides an important 
step towards a broader industry disclosure standard. Further market testing and 
industry vetting is necessary to arrive at a final di.sclosure template. The final template 
will need to accommodate the varying business models of financial institutions and 
money transfer businesses. 
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Section 11: An Examination of Voluntary Industry Standard Models 

The data from the focus groups present compelling information that supports the viability 
of a market-based approach to pre-transaction disclosures for international money 
transfers. This section presents information about current market-based approaches to 
voluntary industry standards that could serve as a template for a Fair Exchange program. 

Fair Trade initiatives that work through voluntary standards have been successful in other 
market segments. They help consumers and producers alike. They provide consumers 
with key information to make product choices and promote market access for producers 
and service providers. Adopting a set of voluntary disclosure standards for international 
money transfer providers — such as the proposed Fair Exchange standards described in 
Section III of this report — ^has potential to create many benefits for industry players. 
Adopting consistent standards could enable a remittance agency to build market share, 
create a positive public image of the industry, and take advantage of economies of scale. 
In addition, by showing leadership to address the need for consumer pricing disclosure, 
the industry may obviate the need for state and federal regulators to address the issue. 

• Build Market Share. A Fair Exchange initiative in the international remittance 
market would have to be executed with strong community partnerships and a 
marketing strategy geared toward immigrant consumers. These partnerships would 
serve to publicize to consumers the Fair Exchange logo or disclosure standards and 
let consumers know that participating businesses offer better prices and services. 
Standing out to consumers as a fair and low-cost service, particularly in high volume 
corridors, where consumers have many options, could build market share in an 
increasingly competitive environment. 

• Create a Positive Public Image. The international money transfer industry is often 
lumped with other financial services that tend to overcharge low-income consumers. 
Participating in a proactive initiative to establish consumer disclosure standards 
would serve to separate the businesses that are interested in offering a fair product 
with transparent pricing from those that seek to appear low-cost through poor 
disclosure of total pricing information. 

• Benefit from Economies of Scale and Collaboration. Fair Exchange will provide a 
forum through which participants could collaborate to invest in new technology or 
other shared infrastructure, such as systems that enable customers to send remittances 
via cell phone,"’ which could dramatically reduce each participant’s transactional 
costs and boost profits, without the participant having to shoulder large upfront 
capital expenditures on its own. Fair Exchange participants could also collaborate to 
bundle remittances’* to create economies of scale that small remittance agencies 
might not otherwise realize, which could enable them to maximize their profits and 
simultaneously reduce the cost of their services. In addition to collaboration 


See World Bank, Global Economic Prospects 2006: Economic Implications of Remittances and 
Migration. 

“ Id. 
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regarding infrastructure and technology. Fair Exchange program participants could 
work together to develop creative solutions to challenges that impact both the 
industry and consumers, 

• Prepare for Potential Future Regulation. There are a number of legislative 
campaigns afoot to introduce regulation that would require remittance agencies to 
adopt standards akin to the voluntary guidelines of the Fair Exchange.^’ Action by 
the industry to address these issues on its own might reduce the pressure for 
regulatory action. In addition, remittance agencies who agree to adopt the Fair 
Exchange guidelines would be ideally poised to capitalize on their competitive 
advantage if and when regulation is introduced. 


Models for Voluntary Industry Standard Programs 

Programs for implementing or encouraging voluntary industry standards generally fall 
into four categories: 

1 . An industry trade association setting and enforcing market standards for its 
members; 

2. An independent non-profit organization working to establish industry standards 
through grassroots work; 

3. An independent non-profit organization setting and enforcing standards for 
industry; or 

4. A large consumer or individual business setting internal standards for 
investments, suppliers, or agents. 

All of the approaches include specific market standards and an enforcement mechanism. 
They differ in terms of the entity administering the program and in the target 
constituency. The trade association model is an industry administered program that sets 
and enforces standards for its members. The non-profit grassroots model strives to alter 
industry practices through changes in consumer behavior. The non-profit enforcement 
model mixes the approaches, striving to improve industry standards and convince 
consumers that they should only purchase products that meet these standards. The final 
model also mixes the two approaches, using the buying power of a large company to 
impact the activities of its agents. 

The various approaches have been successful in other market contexts. The following 
section explores the applicability of each approach to the Fair Exchange concept. 


” Appicsccd Foundation, Creating a Fair Playing Field for Consumers: The Need for Transparency in the 
U,S, -Mexico Remittance Market (December 2005), 
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Summary Chart of Voluntary Industry Standards Approaches 


Model 

Strengths 

Challenges 

Trade Association 

• Builds on an existing 
infrastructure, cutting 
cost of implementation; 

• Access to and 
credibility with industry 
partners. 

• Developing credibility 
among consumers; 

• Finding a trade 
association approach to 
accommodate both 
financial institutions and 
money transfer 
companies. 

Independent Non-profit 
Grassroots 

• Consumer driven; 

• Trust of consumers; 

• Can be integrated into 
existing community 
education and outreach 
campaigns. 

• Gaining industry buy-in 
with project goals; 

• Affecting market place 
offerings in a timely 
way so as to maintain 
consumer interest; 

• May require consumers 
to forgo a product or 
service if standards are 

not met. 

Independent Non-profit 
Administered 

• Well-positioned to gain 
both consumer and 
industry credibility; 

• A neutral forum for 
setting and enforcing 
market standards. 

• Costs associated with 
establishing and 
maintaining a new 
program; 

• May not have long-term 
organizational track 
record; 

• Most examples require 
government or 
foundation funding for 
long-term impact. 

Large Consumer or 

Individual Business-driven 
Standards 

• Demonstrates the power 
of a large individual 
consumer or group of 
consumers in changing 
market practices; 

• Could also stem from 
industry wanting to 
assert particular values 
in the marketplace. 

• Requires significant 
market power on the 
part of the consumer(s); 

• In the case of business- 
driven standards, 
implementation depends 
fully on integrity and 
the commitment of the 
business to the standard. 
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The Trade Association Model 

A Fair Exchange program could be structured to be administered and monitored by a 
trade association. This model has many advantages in the context of money transfer 
markets. It builds on the established infrastructure of the trade association, which has 
credibility and name recognition among industry players. It also provides an incentive 
for businesses to participate in the voluntary standards, particularly if the standards are a 
condition of membership in the association, as businesses may want to benefit from other 
association services. Creating the standards also could easily fall within the mission of a 
trade organization, which often includes presenting a positive public image for its 
members and impacting regulatory issues to benefit its members. 

The first challenge in establishing a Fair Exchange program using the trade association 
model is finding a willing partner or group of partners. No single trade association plays 
a dominant role in the remittance arena. The National Money Transmitters Association 
(NMTA) represents a number of remittance agencies.^® An association such as the 
NMTA could partner with a banking trade association to include all market players. 
Other possible partners include the newly formed International Association of Money 
Transfer Networks, which currently includes a small group of banks and money 
transmitters, and the associations of state money transmission and banking regulators.'^' 

In partnering with a trade association, a number of issues arise that impact the 
implementation of a Fair Exchange program. The first challenge is to build consensus 
around meaningful standards. Once member entities agree on these standards, the second 
challenge is to ensure rigorous enforcement, which puts the trade association in the 
difficult position of taking action against dues-paying members. The association must be 
committed to the notion that individual member non-compliance impacts the image of the 
entire industry, thereby damaging the reputation of all members. Finally, member 
entities should be committed to fund a Fair Exchange program at levels adequate to 
provide for meaningful consumer education and enforcement. The trade association’s 
involvement, while trusted by its members, may fail to inspire the confidence of 
consumers, who are more likely to be unfamiliar with the association and wary of its 
ability to be independent. 

Though these challenges are real, they are not insurmountable. The Canadian Payday 
Loan Association established standards for its members regarding pricing disclosures and 
loan terms in response to significant criticism of the industry. The Association has 
worked to make the standards credible and establish a meaningful enforcement process, 
creating a position dedicated to enforcing the standards and penalties for violating the 
standards that include fines. 


For a list of members, please see http://www.nmta.us/maiii/linlcs.litml . 

Current members of the International Association of Money Transfer Networks include: 'W'estem 
Union, Travelex, Unistream, City Forex, Earthporl, EuroGiro, Chequepoint, the UK Money Transmitters 
Association, Standard and Chartered Bank, Bank of China, and ICICI Bank of India. The Association 
grew out of an international conference at the Institute of Directors in London in October of 2005, 
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The Canadian Payday Loan Association 

The Canadian Payday Loan Association (CPLA) represents the largest payday lenders in 
Canada and over half of the 1000 retail payday lending stores across Canada. The CPLA 
is a voluntary membership association. 

Critics had decried the practice of payday lenders, with effective annual percentage rates 
in violation of criminal usury limits. They also complained about the industry’s habit of 
rolling over loans, either extending a loan’s due date for a fee or advancing a new loan, 
with new fees, to pay off an outstanding loan. Payday lenders also charged insufficient 
fund fees, sometimes charging repeatedly for the same shortfall. 

The CPLA responded to complaints by first commissioning an independent study — 
performed by Ernst & Young — detailing the cost of providing payday loans.^^ The study 
found that, in Canada, the average cost of providing a payday loan is .$20.66 per $100 of 
payday loans, with costs ranging between $15.35 and $21.22 depending on the size and 
volume of the lender. This study was helpful in providing regulators with an idea of 
industry costs should they decide to regulate rates and fees associated with payday loans. 

Second, the CPLA commissioned an independent survey of 2000 Canadians — a 1000- 
person random sample of Canadians in general, and a 1000-person random sample of 
payday loans customers.^^ The survey found, among other things, that a significant 
majority of Canadians believed that payday lending should be available. 

Third, the CPLA adopted a Code of Best Practices. CPLA members must abide by the 
Code as a condition of membership. The Code bars rollovers of payday loans, limits loan 
amounts, terms, and insufficient funds charges, creates a rescission period, and requires 
clear disclosure of terms and costs to consumers. 

The CPLA enforces the Code in two ways. First, it performs its own random surveillance 
of member businesses to ensure compliance. Second, CPLA members are required to 
anonymously report any violation of the Code by any member. CPLA has hired an 
Ethics and Integrity Commissioner to strengthen enforcement of the Code. The 
Commissioner has the authority to issue warnings and impose fines of up to $30,000. 

As a result of establishing a voluntary code, the payday loan industry enjoys first-mover 
advantages regarding government regulation. Any regulatory scheme likely will be 
shaped by the preexisting code, the Ernst & Young report and the consumer survey. 

CPLA is working to gain consumer awareness of the program and logo through 
utilization of free media. As the payday loan issue already enjoyed high visibility in the 
Canadian press, the CPLA issued press releases and gave interviews in order to get its 
message out. CPLA strove to get media coverage of the logo and the code, encouraging 
consumers to patronize CPLA establishments where they would be treated fairly. 


See The Cost of Providing Payday Loans in Canada (Ernst & Young, October 2004), viewed March 
2006 at http://www.CDla-acDS.ca/filcs/EYPavdavLQanReDort.Ddf . 

Sec Environics Research Group Consumer Payday industry Awareness Survey (Environics Research 
Group), viewed March 2006 at httD://www.cpla-acos.ca/cnglish/rcports cn.htm . 
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Independent Non-Profit Organization Grassroots Approach 

Another approach for the Fair Exchange program could be a grassroots campaign 
organized by a non-profit organization with strong community connections. This 
approach differs from the previous one in that it strives to impact the market by changing 
consumer behavior and creating a collective voice for consumers. 

Grassroots campaigns have met mixed success. They have been used in agriculture to 
attempt to fight the unfair treatment of farm workers, such as the United Farm Workers 
grape boycott; to protest international political policies, such as the movement of 
divesting from South Africa during the time of apartheid; and to impact treatment of 
laborers in developing countries, among other issues. Some of the campaigns have had 
major market impact, changing investment strategies and consumer expectations of 
producers and manufacturers. Others have not been able to change the market behavior 
of a large enough number consumers to impact the market and change policies or 
standards. 

Advantages of such campaigns are many. By engaging consumers directly in setting an 
agenda for market standards and expectations, consumers are vested in the process and in 
working to ensure that standards are met in a way that benefits their communities. 
Grassroots campaigns can empower consumers and help them to realize their strength in 
the market. They can also be successful in helping consumers from seemingly diverse 
backgrounds work for common goals. 

Challenges of such campaigns include the ability to arrive at unified goals among enough 
consumers to impact the market. Consumers of the same product or service may not all 
have the same goals or aspirations, which could make it difficult to target a unified 
agenda across sometimes diverse interests. Organizing also takes a lot of resources on 
the ground, working with small groups of people to build consensus around the broader 
goals for developing and enforcing market standards around particular goods or services. 

The Transnational Institute for Grassroots Research and Action (TIGRA), based in 
Oakland, California, has launched a grassroots effort to organize remittance senders and 
recipients. The goal of the initiative is to use the market power of these communities to 
bring about positive industry change. TIGRA is working with a variety of remitting 
communities in the United States, including immigrants from Latin America, Africa, and 
Asia. The organization is working to help these diverse groups find commonalities in 
their experience of remitting to family members abroad, and leverage those common 
goals to improve community economic development and asset building. 

A challenge and strength for a grassroots campaign in the context of a Fair Exchange 
process is that it brings in industry on the back end rather than on the front end. The 
challenge of this approach is in gaining industry cooperation to implement community 
goals, while the strength is that it creates an organized market force, with unified 
objectives, that could impact the market share and profits of industry players. Such a 
campaign could provide a strong complement to a more industry-centered process. 
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Transnational Campaign On Remittances 

TIORA launched its campaign to organize remittance senders and recipients 
approximately two years ago. The organization spent the first 20 months of the project 
reaching out to immigrant community organizations around the country. They have 
focused their efforts on California, the New York/New Jersey area, and certain 
Midwestern areas with concentrations of immigrant communities. 

The campaign is a multiple year project with an annual budget ranging between $200,000 
and $400,000. Much of the cost of the project is in strengthening local infrastructure in 
remitting communities to develop and sustain an organizing effort. The campaign is 
working at three levels: local, national, and international. The local organizing work is 
strengthened by its connection to national networks and by connecting to strong 
organizations in remittance receiving countries. 

The local organizing is conducted by creating “million dollar clubs”. The clubs include 
approximately 375 individuals, who collectively remit $1 million per year. The effort to 
launch a club includes a community survey. The goal of the survey is to determine what 
services people use to remit money, how much they pay, why they choose the services 
they use, additional financial services used by the community, and to target community 
development priorities. Two community priorities that have come out of recent surveys 
include better access to good, affordable child care and an increase in English class 
offerings in the community. 

The national and international organizing is being done through creating a unified set of 
priorities. In August of 2006, TIGRA brought together a group of organizations 
representing remitting communities across the country, from a variety of national origins, 
and organizations in seven remittance receiving countries. Together, they established 
agreement around a set of general principles called the Transnational Community 
Benefits Agreement.^'* This agreement will form the basis of collective negotiations with 
industry representatives around local and international community priorities. 

To date, preliminary negotiations are underway with industry representatives, some 
focused on local issues and others on a broader scale. Proposals currently under 
consideration include profit sharing arrangements, with community organizations serving 
as agents for money transfer service providers, and donations of a specific amount of 
money per transaction originated in a designated community. Pricing transparency and 
investments in remittance receiving countries are also community priorities. 

The initiative is not developed to the point of having established systems of monitoring 
and enforcing agreements. There is potential to create a monitoring body with 
representatives of consumer and industry interests as well as independent partners. 
Enforcement would likely be tied to consumer choice in using particular services. 


■’'* Francis Calpotura. “Transnational Leadership Gathering Summary Report." TIGRA. September 2006. 
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Independent Non-Profit Organization Implementing Industry Standards 

The third model for voluntary industry standards is a system similar to the trade 
association model in that businesses agree to comply voluntarily with a set of standards 
and benefit from a certification program and marketing that adds value to their 
compliance. The primary difference is that an independent non-profit administers and 
enforces the program. This is currently the most prevalent model for implementing 
market standards. 

The non-profit model is generally based on three pillars: government or foundation 
funding and/or regulation; non-profit monitoring of compliance; and a public awareness 
campaign. For example, the Clean Clothes Campaign, established to enforce labor 
standards for clothing manufacturers, relies heavily on funding and regulation from 
individual European nations as well as by the European Union. 

The Dolphin Safe Tuna Project is another example of an approach combining public 
awareness, legislative reform, and non-profit monitoring. Following public pressure in 
the 1980s, legislation in 1990 set up a trademark to be used to denote tuna from the 
tropical Pacific region that is fished without risk to dolphin. Despite initial resistance 
from the industry, three major brands, mostly notably Heinz, responded to public and 
private pressure following a documentary and subsequent press interest in the plight of 
the dolphins. It is now viewed by rnanufacmrers as a marketing strategy to enable 
competition with cheaper “non-Dolphin safe” tuna. The Earth Island Institute continues 
to monitor compliance with the Dolphin Safe Tuna standards through inspections and 
partnerships with other environmental groups to promote public awareness. 

Fair Trade coffee is another example. To become Fair Trade CertifiedtM, an importer 
must pay a minimum price per pound of $1.26 and provide credit and technical assistance 
to farmers. The program is administered through the Fair Trade Federation, which sets 
criteria that must be met by the marketers or processors that display the Fair Trade logo. 
The Fair Trade Federation monitors member finances, management practices, and 
business policies. It is funded through member dues and individual donations. 

Establishing a non-profit entity to administer and monitor the Fair Exchange program 
could be appropriate. It would avoid the difficulty of finding a trade association that 
would encompass the different entities that provide money transfer services, including 
money transfer businesses and commercial banks. However, unlike a trade association, a 
non-profit may lack resources needed to implement a significant marketing and 
enforcement campaign and credibility with industry players. That said, the reputation and 
connections of the non-profit may better enable it to win consumers’ trust and attention. 

The Responsible Credit Partnership provides an interesting variation on the non-profit 
model that could be beneficial in constructing a Fair Exchange program. It pulls in 
industry and consumer interests to develop initiatives that address consumer concerns and 
needs in ways that are workable and potentially profitable for industry. Instead of 
enforcement, the Partnership strives to gain industry cooperation. 
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The Responsible Credit Partnership (RCP) 

RCP was launched in 2000 as a consumer advocacy initiative to improve credit card 
practices directed at university students. The initial phase of work focused on 
researching and documenting problems students face in the credit card market. Because 
of negative publicity and regulatory pressures targeting credit card issuers, some major 
financial service players came to the table, largely to “play defense”, and have a say in 
work impacting their industry. Early partners included Marquette Financial Services, 
Wells Fargo, U.S. Bank, Target, university staff, and credit counseling services. 

The program runs on an annual budget of $300,000 to $400,000, with approximately half 
of the funding coming from foundations and half from the industry. Half of the budget is 
dedicated to advertising and consumer outreach. Industry members in the Partnership are 
required to make a contribution of between $15,000 and $30,000. Depending on the 
level of support, contributors get acknowledgement and access to Partnership materials. 

Instead of setting target industry standards, the Partnership has pursued a three-pronged 
strategy designed to create a framework for working on both the demand and supply side 
of credit card issues. To understand the supply side, they conducted studies examining 
issues financial service providers face in marketing to and serving college students. 

To address the demand side, they launched a grassroots initiative that includes a class 
offered to incoming college students to teach them about using credit and an advertising 
campaign called, “What’s My Score.” The campaign was launched in 2003. It is an 
unbranded campaign, with no industry names attached, to maintain the neutrality of the 
information provided. The advertising campaign teaches students about the importance 
of maintaining a good credit score and its impact on their financial future. 

Finally, the Partnership worked with industry partners to pilot strategies they believed 
would be successful in improving the responsible use of credit among college students. 
The pilots have established effective strategies for reducing poor credit behaviors and 
have set the groundwork to establish cost-effectiveness of broad-based implementation. 

The Partnership is currently working to expand its campaign to reach immigrant, refugee 
and other minority communities. It is considering educational approaches to teach those 
communities about credit issues. 

On-going challenges include data collection limitations, the lack of large consumer 
advocacy organizations at the table, and building organizational capacity to expand 
distribution channels for Partnership initiatives and materials. 

The success of the Partnership has depended on three major factors: having the right 
level of decision maker at the table; including both consumer and industry participants; 
and providing opportunities for participants to see issues from the perspective of other 
stakeholders.” 


” In January, 2007, the Responsible Credit Partnership, now called the Responsible Credit Roundtable, 
moved to the Center for Financial Services Innovation in Chicago. It will expand its work to other 
financial services and to have a national impact. 
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Large Consumer/ Individual Business-Driven Standards 

The large consumer or individual business-driven model generally relies on a strong 
consumer, usually a large institution or company, demanding certain minimum standards 
from its suppliers or other contractual partners. However, it can also rely on an industry 
wanting to set basic standards internally as a way to demonstrate support for a particular 
set of values in the marketplace. 

Such programs have come about largely in response to movements that highlighted child 
labor and poor labor standards in the manufacturing plants that supply shoe, toy, and 
clothing brands. The primary insights it provides into successful implementation of 
market standards are in demonstrating the power of a unified consumer voice and in 
highlighting the importance of selecting standards that are enforceable. For some of the 
institution-driven programs, the complexity of the standards has hindered the 
development of an effective compliance mechanism. 

This model has relevance in the context of a Fair Exchange program if industry is willing 
to take on the standards independently. It does not require any external infrastructure. 
Each business could make the internal decision to abide by a particular set of standards 
and implement and regulate the standards independent of any oversight body. 

The example below is of a large consumer enforcing manufacturing standards through its 
purchasing power. Though not directly comparable to the international remittance 
industry, it does provide an example of how standards can be set and enforced. 


Duke University Merchandise Program 

In the case of Duke University, several tertiary institutions, including other universities, 
demanded that the manufacturers of their licensed merchandise-especially apparel- 
comply with ethical employment practices. 

The companies that produce merchandise for the university and other universities 
involved in the program were initially very hostile until an ultimatum on the licensing 
was made. The universities pledged not to purchase any logo merchandise unless the 
producers abided by the employment practices. 

Two non-profit entities were set up to monitor compliance, one with and one without 
funding from the companies involved. The one which received company funding has had 
significant difficulty in attracting public support due to a perceived conflict of interest 
between the business and consumer goals, but the one without manufacturer funding has 
been able to establiish more credibility. 
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Section III: A Fair Exchange Template 

The four models examined in the previous section highlight five factors that should be 
considered in establishing a program for voluntary consumer disclosure standards in 
international remittance markets; 

1 . Buy-in both among industry members and consumers; 

2. A sustainable administrative and funding structure; 

3. Standards that are feasible for the administering entity to enforce and easy for the 
consumer to understand; 

4. Flexibility to respond to technological and other market changes; and 

5. Active grassroots marketing and membership components in addition to industry 
membership. 

A program meeting the above criteria has good potential to positively impact the 
marketplace, providing a benefit both for consumers and the businesses that adopt the 
standards. 

Based on the conversations of the Fair Exchange Committee and subsequent focus group 
testing of a disclosure template,^* Appleseed proposes the following program parameters 
that reflect options that are currently most feasible to pursue. 


Market Standards for a Meaningful Fair Exchange Program 

The proposed market standards below provide general standards for a pre-transaction 
pricing disclosure program. The standards were designed to accommodate complicated 
aspects of the industry, including the logistics of disclosing pricing for multiple countries 
and receiving agent locations, and the reliance of non-bank money transfer businesses on 
an agent network that can be difficult to regulate. They were developed through 
feedback from the Fair Exchange Committee and reflect actions that could be 
implemented in the current market environment without legal or regulatory changes. 

The proposed standards focus on three important issues: 

• Pre-Transaction Disclosure. The preliminary disclosure template, 
developed through consumer focus groups and Fair Exchange Committee 
discussions, or a variation of it, will be posted or otherwise made available to 
consumers at the sending location, in English and in the primary language 
used to do business with customers, for the three major paying agents^^ in the 
three major destination countries served by a particular agent or retail 
location. (See the preliminary di.sclosure template on page 13.) 


See Section I of this report. 

The paying agent is the agent that disburses the funds sent through a money transfer business in the 
United States to the funds recipient in the destination country. 
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• Facilitated Complaint Resolution. Industry participants will provide 
consumers with a phone number to call if there is a complaint about service 
as well as the phone number of the appropriate state or federal regulator. 

• Good Faith Compliance with Minimum Market Standards. Industry 
participants must make a good faith effort to have this information available 
at their agent and stand alone locations. Agents or locations that do not 
provide the disclosures or other information would have a consequence for 
failing to comply with the program rules. For example, they would not be 
permitted to display the Fair Exchange logo if the program includes branding. 


In addition to discussions around consumer disclosures, Fair Exchange Committee 
members highlighted priority issues, which could also be addressed through a Fair 
Exchange program or collaboration. The two major supplemental issues include: 

1. Working to address problems with access to bank accounts for money service 
businesses, including non-bank money transfer businesses; and 

2. Exploring creative collaborations among banks, non-bank money transfer 
businesses, and consumer organizations to improve the financial inclusion of 
immigrant communities. 


Program Administration and Enforcement 

The comments and discussions of the Fair Exchange Committee and the models of 
market-based initiatives presented in Section II of the report point to two models that 
could be implemented in the international remittance market: 

1. Business-driven standards; and 

2. An independent non-profit organization implementing industry standards. 

The trade association model, though conceptually promising, faces the main challenge of 
pulling together trade associations that encompass the diverse players at the table. The 
non-profit grassroots initiative is an interesting, viable option and a few efforts are 
currently underway to organize remittance senders to use their economic power to 
negotiate for better remittance transaction pricing and terms. The current makeup of the 
Fair Exchange Committee does not lend itself to such a model. However, partnering with 
organized consumer groups with overlapping goals could be useful in marketing a Fair 
Exchange program and in encouraging consumers to use businesses that meet the Fair 
Exchange standards. 
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The following is a brief discussion of the two most promising models and how they 
might be applied to providing improved consumer disclosures for international 
remittances. 


Business-driven Standards 

The industry-driven implementation approach requires the least infrastructure and 
coordination. Each company would set internal standards and enforce them among 
branch or agent networks as the company deemed appropriate. 

Such an approach has some important advantages in the Fair Exchange context: 

• It is low-cost; 

• It does not require agreement across companies with diverse market approaches and 
penetration; and 

• It allows companies to implement standards in a way that best fits their business 
approach and relationships. 

It is the most flexible of the options, giving latitude to each company regarding how the 
Fair Exchange principles are applied. 

The disadvantages to this approach stem from the same source as the advantages. In 
exchange for easier implementation, companies lose significant advantages: 

• A unified branding and a collaborative marketing effort to reach consumers and 
educate them about the consumer-friendly practices of participating companies; 

• Consistency in how the standards are implemented; and 

• Independent verification that companies are being accurate in their disclosures. 

Companies would also lose the collaborative exchange among peers that would come 
through a more organized or centralized system of administration. 

Remittance providers that agree to adopt the Fair Exchange standards under the 
institution-driven model could form a loosely organized group to share experiences and 
collaborate on issues of mutual interest. They could, therefore, preserve some of the 
collaborative elements of a more formal or centrally administered program. 


Non-profit Organization Implementing Industry Standards 

In order for there to be branding associated with a Fair Exchange standard, there would 
need to be some centralized administrative entity. The entity would control participation 
in the group, periodically assess member compliance with standards, and play an 
enforcement role when necessary to warn or penalize members that are not in 
compliance. 
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Having an independent organization administer the Fair Exchange program has some key 
advantages: 

• Companies can actively distinguish themselves in the market and with regulators 
through membership in a group; 

• A centralized organization can coordinate marketing, partnerships with community 
organizations, and other supporting outreach activities; 

• Strict program standards could be established that ensure accurate presentation of 
disclosure information; 

• An enforcement system would be established to ensure compliance with program 
standards. Those not complying would not be able to reap the market advantages of 
the program; 

• The organization coordinating the program could also convene periodic membership 
meetings to facilitate member interaction and cooperation regarding mutually agreed 
upon concerns or interests. 

A new organization could be created or the responsibilities of the Fair Exchange 
program administration could be taken over by an existing organization that has the 
capacity and the credibility to administer the program. Some examples of the types of 
organizations that could administer such a program could be an existing organization 
already interested in improving remittances markets, such as the Inter-American 
Development Bank, an existing government initiative, such as the U.S. -Mexico 
Partnership for Prosperity, or a new non-profit created specifically for this purpose. 

With the increased value that an administering organization brings comes an increased 
cost. Program participants would have to be willing to shoulder at least a portion of 
those costs, which would likely be in the $200,000 to $400,000 per year range depending 
on the responsibilities of the organization. 

In addition to the cost, there are other issues that could pose challenges to implementing 
a non-profit or independent organization administered program. The challenges include 
resolving difficulties in reaching industry consensus about how the disclosure 
requirement should be implemented; developing an enforcement system to which all 
parties could agree; and encouraging a sufficiently large number of remittance service 
providers to participate in the Fair Exchange program. A successful non-profit 
administered initiative would have to address these issues in a way that accommodates 
the varying needs and business models of industry partners and at the same time enforces 
a meaningful consumer disclosure standard. 
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Next Steps 

All of the models presented in Section 11 of this report have potential to be viable ways to 
administer a Fair Exchange program. The two approaches highlighted in this section of 
the report appear to be most compatible with a collaboration between industry and 
consumer organizations and enjoy significant strengths. Any barriers could be overcome 
with a willing group of partners. In the short-term, there are two steps that are necessary 
to move ahead an initiative to implement a Fair Exchange program: 

1 . Reach agreement with industry and consumer partners on a workable preliminary 
administrative structure for the Fair Exchange program; and 

2. Develop a pilot for the Fair Exchange program. 

The two frameworks for administration proposed in this section offer flexibility in 
options based on the amount of investment of effort, funds, and commitment that the 
parties are willing to make. A pilot, within the administrative framework selected, can be 
limited to a particular geography, or limited based on each industry partner’s capacity and 
infrastructure. The more a pilot is tailored to individual company needs, the less possible 
it will be to launch a logo and advertising effort along with the pilot because of the 
resources needed to target multiple communities and geographies. 

If the pilot is successful, based on the experiences and assessment of the participants, 
then the program can be reassessed and the groundwork established for a move towards 
broader implementation. 

Some members of the Fair Exchange Committee have agreed to launch a pilot of the 
disclosure initiative as a preliminary test of the practical issues tied to its implementation 
and consumer response in a market setting. The pilot phase will last for three to six 
months and will be evaluated through staff and consumer feedback. 

Launching a Fair Exchange program is a win-win scenario for consumers and for the 
industry. If effectively administered and implemented, it will achieve four goals: 

• Support a positive image for the industry; 

• Distinguish market players that offer superior pricing and service; 

• Create a forum for industry and consumers to address additional issues of concern 
and explore areas for creative collaboration; and 

• Show that market participants can engage in effective self-regulation. 

This report lays out multiple frameworks for the creation and implementation of a Fair 
Exchange program. It outlines a unique opportunity for industry and for consumer 
organizations to cooperate towards mutually beneficial goals and opens up new avenues 
to creative approaches to financial services markets. It is now up to the interested 
parties to make this plan work and take advantage of the framework established through 
the Fair Exchange process. Implementing a Fair Exchange program will improve 
competition in the international remittance marketplace, highlight positive market 
practices, and better meet consumer needs. 
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Appendix A: Disclosure Tables for Focus Groups 

Note: The data in the tables was presented as an example, and does not reflect 
actual pricing or services. 

Table 1 
Spanish: 


PAiS; M4xico 

sERviao: Latin America Express 



Pago deSSOO 

1 Pago de $200 | 

\ PagodeSlOO I 


•wrtod* 

S1-$39» 

11H» 

CMKM* 

■iiii 

TipsrI* 

MwaaMR 

THffapov 

nagtr 

C9«SM) 

P«MS 

redHlitoi 

4*01^ 

Pans 

rc<a^tk» 


IredMdos 

'Up* • 

: 4»<iwnM» 
•tetUwy*: 

8an«m}«r 

$10 

10.5>6 

MiSfio(Sa 

CUMIU 

bancima* 

0 

3178 

OEI 

2 on 

WAO 

986 

9.86 

Bananm 

$0 

10.90 

dia hIM 


0 



2082 

10/41 

992 

9.92 

FAMSA 

$# 

10.95 

Una iiora 

Ef«ctno 

2S 

03 

OB 

2079 

%0A0 


9.82 


HOTA; U«Mci.>a»iRenK>i>>rodrl*«iK«'.Se{«qute<«(«nM«#M<:uent*toncaii»«<iCfUUpa>*l«netacano««He««<vtcko. L»<Ma(s«ae»ttBtde«S.99lKiati»ped«(«>a(bii<hequ»Uiatav<<4>ni 
€kf«cto, ymiaotad^^wMiroi. 

fncfuy«la«lfotp««e«kvlai y i^eogef «nv4o 


English 


couMTtv: Mexico 

siiwKE: Latin America Express 



Sending $300 

Sending $200 

Sending $100 

UCIUM 

FMfM 

•ir 

fatmSt 


m 


0lKtt» 

hrtiWBi 

Mt** 

eodwd 


ISI 


tMOMtter 

$10 

10;06 


A«DQnt* 

t 

JI78 

10^ 

2981 

10/40 

986 

946 


D 

IMO 

Nod 

tey 


9 

3172 

1057 

2012 

1041 

992 

9.92 


$8 


Oneltou 



3172 

1058 

2079 

1040 

982 



** lHfcehsfc«sb(aendiaj«I^A^«*«MnMs 
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Table 2 
Spanish: 


PAIS: M6xko 

sERvicio: Latin America Express 








Baticomer 

$10 

WM 

Mismodia 

Cu^ta l^ncara*^ 

0 

Banamex 

$9 

10.90 

Slgulemediababil 

Efeoliffl 

0 

FAMSA 

$8 

10.95 

Una bora 

HecBso 

25 


* NOTA: UtMetioUi(Rertsua}p04tiaai^icai.Seieqiiie*«trAe<urva<uentabinc«uenH:UUpaiatt‘ne(«:ciMoats>eiefvick>.Lacu»ta(?K!fisualdeS5 99 
induyepedereiiciiMt citeques 9ralix.eotxat cheques. clep(Hftedi(ecto.pttgodeaicnt«yai«r!ta<lealiefies, 


English 

COUNTRY: MexiCO 

sERvxE: Latin America Express 








BaiK»n*r 

$10 

10.96 

SamOjF 

Aotouni* 

0 

Banann 

$9 

10.90 

Kelt BiKiKS thy 

Csh 

0 

FAMSlt 

$0 

10.9S 

OneKoui 

Caih 

25 


* NOff^ M?MMffreR'Kiy:^p%.AR4U0«rtmlhettSis»)|U>Rle9«oueufiitiKr«tce*erTKMllfkpnl5Si!l««hd^idiDinii{elnlpecl«ci«4kjn^ti«<c& 
Avert dtpoea. k iVp^weat, mi u ytnjt acccBnt 
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Table 3 
Spanish: 


PAIS: Mexico 

sERviciO: Latin America Express 



Pago de $300 

I Pago de $200 

1 Pago de $100 

lugar 

deentrega 

Tartfaper 

«nmde 

$V$300 

Tipo 

da 

camldo 

IKsponibie 

para 

re«>ger 

T4K>de 

tranracdon 

Tartfa 

pwraco^ 

(pesM) 

Pesos re<9Hdos 

iillll 

Pesos recibfdos 

Bj»tcomer 

IQI 

10.96 

Mismodia 

Cuenta 

banrada'* 

0 

3178 

2081 

986 

Banamax 

D 

10.90 

Siguiente 

diahdN 

Efectiw 

0 

3172 

2082 

992 

fAMSA 

D 

19.95 


0e<tiwo 

25 

3172 

2079 

982 


NOTA: Unaa>otatne<iaialp9«l>U»i»fe«S««eqttieR(eAniMUcurnubarKatl»rnCCUUw>*t<!<M*>ccc*o*«<teseniciaLac((aCdtnensuai<ieSJ.99lnduyepQ4e(eK(lMrchr«>es 
gratis, coboicbNiues. depodottkedo.pagcxtecueMakycuprtM <lrri«o><ov 


English: 


COUNTtY: Meidco 

sisvicE: Latin America Express 



Sendmg $300 

1 Somltng$200 

1 Sending $100 I 

ndop 

Lootton 


E«lun9( 

Ran 

MHU* 

AttPkkVp 

TVpoor 

lianht 

FMlfliN 

(ftiosi 

rcMKrtcelwO 

Nitsmriwd 

hiosrereltwf 

toRcone 

510 

10.96 

SmeUis 

Ac«W‘ 

n 

317$ 

2081 


SMMMt 

59 

10.90 

IlexthBiRm 

Dr; 

Caih 

B 

3172 

2082 


B 

5* 

1055 

OnoHoo 

m 

25 

3172 

igi 

B 
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Table 4 

Spanish: 

PA(S: Mexico 

sEBviao: Latin America Express 





Pago de $300 | 

Pago de $200 

1 Pago de $100 

iteentrega 

Tarihiporenno 

4e$1-$J00 

Tipo 

decambio 

Pesos redbMos 

Pesos redbidas 

HUH 

Baneamer 

$10 

10.96 

3178 


mmm 

Banam^c 

$9 

10.90 

3172 

2082 

992 I 

MMSA 

$8 

10.9S 

3172 

2079 



English: 

COUNTRY: MeXlCO 

SERVICE: Latin America Express 



Sending $300 | 

Sending $200 | 

1 Sending $100 

Pkki^i 

toaOm 

leefticseMHng 

$H»e 

ExlHogt 

RAe 

plMS»<el»ed 

Pesos PKtl««d 

Pesos retried 

Baomnn 

$10 

10.90 

3178 

2081 

mm 

BmaMx 

$9 

10.90 

3172 

2082 

— 

tmik 

$8 

10.9$ 

3172 

2079 
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Appendix B: Focus Group Discussion Questions 

English Questions 


Focus Group Discussion Questions 
Fair Exchange Disclosure 

Scciii'ii One — Choosing Services 

1. How do you choose the service(s) you use to send remittances? [Prompts; 
Suggestions from a friend or relative, close to your home, friendly staff, 
convenience for you or your family you are sending money to?] 

2. What kind of information do you use to select the services you currently use? Are 
you satisfied with the information you get - is it complete, easy to get, accurate? 

3. Is the sending fee and exchange rate important in your decision? Do you feel like 
you’re getting a fair price/are you satisfied with the service you receive? 

4. How do you obtain information about remittances and costs? 

5. Is it easy to get the information you need? What other information sources might 
be easier or you (newspaper, phone, teller, etc.) 

6. What other information do you wish you had? 

7. Do you shop around to find a good way to transfer money? [if yes, how; if no, why 
not] 

8. Whom do you rely on for information or advice about sending money? [family, 
friends, church, bank, employer etc,] 


Section Two — Fair Exchange Chart Information 

“The following charts include information about sending money. The charts use Mexico 
as an example country, but the chart could apply to any country,” 

9. How does this chart make you feel? (confusing, interesting, intimidating, helpful?) 

10. What do you understand from the chart? 

11. Do you find the information useful? What information in this chart is most useful to 
you? 

12. What information is not useful? 
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13. Would a chart like this help in choosing the best option for you to send money 
home? [ask participants to explain answers] 

14. If a business displayed a chart like this, would it make you want to use their 
service? Not want to use their service? Depends? (explain answer) 

1 5. Which of the options listed in the chart is the cheapest option? Why? 

16. Is there any other information about the transaction that would be helpful for you 
to know? 

17. Where would you like to view this information? When you enter a business to 
send money? In the shop window? While waiting in line, before approaching the teller? 
On a sheet of paper your can pick up? Posted in the store? 

1 8. Where else would you like to see this information (newspaper, radio, telephone 
hotline)? 
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Spanish Questions 


Preguntas A Discutir En Los Grapos Sobre Las tasas De Cambio. 

Primcra Seccion — Escogiendo los Servicios 

1 . i,C6mo escoge los servicios que utiliza? [Puntos para discusion: Sugerencias de 
una amistad o familiar, que este cerca de su hogar, un personal amable, que sea 
conveniente para usted o a la persona quien recibira el envfo] 

2. iQue tipo de informacion usa para seleccionar los servicios que actualmente esta 

utilizando? ^Esta satisfecho/a con la informacion que usted recibe - esta completa, 
facil de obtener, correcta? 

3. ,i,La tarifa de envfo y la tasa de cambio son importantes en su decisidn? ^Siente usted 

que esta recibiendo un precio justo/que esta satisfecho/a con el servicio que recibe? 

4. ^Como obtiene informacidn acerca de los envfos y los costos? 

5. ^Es facil para usted, obtener la informacion que necesita/busca? iQue otra fuente de 
informacion serfa mas facil y util para usted? (periodico, tel6fono, cajero, etc.) 


6. /,Que otra informacidn desea obtener? 

7. iBusca el mejor precio entre diversos lugares para enviar dinero? [Si la respuesta es 
sf o no, i,porqu6?] 

8. i,Con qui6n cuenta usted para informacion o consejo sobre envfos de dinero? 
[familiares, amistades, la iglesia, el banco, el trabajo, etc.] 


Segunda Seccidn — Cambio Justo: Informacidn del Grafico 

"Las siguientes grdficas incluyen informacion sobre enviar dinero. Las grdficas usan a 
Mexico corao un ejemplo, pero la grafica podra demostrar cualquier pafs.” 

9. /.Que siente al ver esta grafica? (confusion, interes, ayuda util, temor, etc.) 

10. /Que entiende de esta grafica? 

11. /Se le hace util esta informacion? /Que informacion de la grafica se le hace mas 
util? 


12. /Que informacion no le es litil? 
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13. ^Le seria util una grafica como esta para escoger la mejor opcion para enviar 
dinero? [Pida que los participantes expliquen sus respuestas] 

14. ^Si un negocio exhibiera una grffica como esta, le motivarfa para usar su servicio? 
^No le gustarfa usar su servicio? ^Depende? (Explique su respuesta) 

15. ^Cual de estas opciones es la mas economica? ^Porque? 

16. ^Hay otro tipo de informacidn sobre la transaccidn del envfo que le sen'a util saber? 

17. ^Donde le gustarfa ver esta informacidn? ^A1 entrar a un negocio para enviar 
dinero? ^En la ventana? (.Mientras espera en la Ifnea, antes de acercarse al cajero? 
^En un volante, en un panfleto que puede recoger del negocio? ^Exhibido en el 
negocio? 

1 8. ^Donde mas le gustarfa ver esta informacidn? (En el periodico, la radio, por 
telefono) 
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P-2 

Chairman Gutierrez, Ranking Member Paul, members of the subcommit- 
tee, thank you for allowing me the opportunity to submit testimony on this impor- 
tant question. My name is Brad Jansen, and I am the director of the Center for 
Financial Privacy and Human Rights. CFPHR was founded in 2005 to defend 
privacy, civil liberties and market economics and is part of the Liberty and Privacy 
Network, a Washington, DC-based 501(c)(3) organization. 

The Christian Science Monitori explains well how remittances from Mexi- 
cans working in the United States help students and others in Mexico. At the 
same time, The Washington Post reports^ on Salvadoran immigrants sending 
some of their earnings back home as remittances. However, the United Nations 
looks at estimated $2.8 billion that the Salvadoran immigrants in the United 
States send back home to support their families (cutting extreme poverty to only 
6 percent from the 37 percent it would otherwise be) and sees a “vicious circle” 
that’s “only going to get worse, The United Nations and its leftist allies support 
poverty and starvation over income inequality.*' 

This statement addresses the lack of access to financial services of the 
“unbanked” especially in light of the post-September 11th, 2001 anti-money laun- 
dering laws and their Implication for monetary policy. Remittances are an integral 
part of the unbanked discussion. 


I bttp://www.csmonitor.com/2006/051 5/D01s03-woam.html?s=hns 

- http://www.washinatonpost.com/WD-dvn/content/article/2006/05/13/AR2006051.'^nnS79 html? 


^ http://www.lewrockwell.com/oriQ7/rallo2.html 
http://www.fff.orq/freedom/0B91 h.a.sp 
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Governmental policies regulating remittances, even indirectly, raise sev- 
eral areas of concern regarding monetary, trade and other public policies. Re- 
garding monetary policy, regulations and other taxes on remittances have the ef- 
fect of re-instituting capital controls to a degree. The Unites States started relax- 
ing capital controls in the 1960s and abandoned them after the breakdown of the 
Bretton Woods system and the short-lived Smithsonian Agreement period imme- 
diately following it. The liberalization of the foreign exchange (forex) and other 
financial markets more broadly ushered in great productivity and economic utility 
gains. These gains alleviated poverty and raised living standards. We should 
not emulate North Korea and other command economies with “successful” capi- 
tal controls. 

Monetary and trade policy concerns 

The forex liberalization enabled increased global trade in goods and serv- 
ices. This additional trade increased marginal specialization of production which 
added to global economic well-being and an alleviation of global poverty. This 
forex liberalization illustrates a trend toward greater economic prosperity and less 
national governmental control. 

The academic and philosophical underpinnings of these developments is 
strong and growing. Nobel laureate^ economist F. A. Hayek’s “Denationalization 
of Money” in 1976® (and his other writings^ over the previous few decades) ex- 
plored the proposition of greatly reducing national governmental control over 

tiHpiUohclpri/c.ofy inil)<>l i>ri/c.s r-fuiioniii s 15)71 {unt-k-iccl m thbiiui 

\.SI\ 02ri5'^i2'i*K) VTV|>h\ ()02-()(KH)9'iO-!)<'iOl4'Vi 

^ Ilavek wfolc altout litese and oilier frequeiilly wilh Ltidwi^ von Misc‘s and later itidejitNidiMJliv; 

some of these wrilincfs lun e l>een eonipiletl wvvxv.ptv.^s.uehiea^^^ l^■ri-i^i^^/!lf’s.epl^ ()0. 1 i7fK).cri and 

disenssed and put into runte.M hero htlp:- -v\UTv.ni:<e^r.Ttvrnh)tit UShhh.a.s]^ 
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money flows in order to increase worldwide economic welfare. His ideas are the 
topic of current Federal Reserve policy.® Nobel laureate® economist Robert 
MundeiF® continued with this line of reasoning that established the theoretical 
foundation of the establishment of the euro and the demise of European national 
currencies. 

In the May/June 2007 issue of Foreign Affairs, Benn Steil, the director of 
International Economics at the Council on Foreign Relations and a co-author of 
Financial Statecraft, writes “The End of National Currency'^ ’’ which is summa- 
rized, "Global financial instability has sparked a surge in 'monetary nationalism' - 
the idea that countries must make and control their own currencies. But globali- 
zation and monetary nationalism are a dangerous combination, a cause of finan- 
cial crises and geopolitical tension. The world needs to abandon unwanted cur- 
rencies, replacing them with dollars, euros, and multinational currencies as yet 
unborn." 


Effective reintroduction of capital controls 

Different public policy goals often conflict. One the one hand, liberal trade 
policies and liberalized financial markets have created a sophisticated, globalized 
economy creating unprecedented wealth and poverty reduction. On the other 
hand, more limited and parochial concerns threaten to undermine those gains. In 


^ v^-f'«‘*lcraircs<‘rv<Tp(n H(>ar<l])ncs .S}>c(N'Ik‘s '2<H)70rt )(> (IffiiiihJilni 

hlij): iiii])clpi iy(‘.or'|,^ ttohrl 

-b-llp: A\wwr()it«-i (riiuti<j(‘ii.iK'l McmiM;tin.as[K’"iyp(* rKV(]al iti!et’ti:tii(niai‘-t» 

' ^ liltp: vvA\ \v.rt>t'ci{^tia('(airs.<ift; liif •('ii(l-t>r-iifiti<>nal-<’nT-r(‘?if^.li{tiil 
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this case, our anti-money laundering (AML) laws and state government policies 
on remittances risk re-instituting harmful capital controls. 

The “unbanked” are those without established formal relationships with 
financial institutions. They are disproportionately poor, minority and especially 
immigrant. In the immigrant communities, many people may come from cultures 
with good reason to be suspicious of banks. Since the marginal returns for serv- 
ices for most institutions for the unbanked are very small, the significant increase 
in the regulatory burden-especially for the immigrant populatlons-renders these 
markets unprofitable; therefore, the formal financial sector increasingly cuts off 
services to those who need them most. 

Financial Institutions are increasingly subject to regulations imposed by 
local, state, and national governments; and by many international organizations. 
The International Monetary Fund, the World Bank, Organization for Economic 
Co-operation and Development, Financial Action Task Force and the Bank for 
International Settlements all claim regulatory powers. As a result, some interna- 
tional financial institutions are now regulated by more than four hundred regula- 
tory bodies. While financial regulations aim to protect consumers and investors, 
safeguard the stability of the financial system, and prevent money laundering, 
these regulations all too often become means to protect financial special inter- 
ests from competition. 

Many financial regulations affect poor households in the U.S. and around 
the globe. According to Federal Reserve estimates in 2000^2^ nearly ten percent 
of American families do not hold a bank account. The unbanked in the U.S. are 


*" htip: w u W-iMVV <ioriinn‘nl^ MUl Bosloii chum min- i,i-ti;n inl'-pUl ’ 
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disproportionately poor, minorities, less educated, and with younger heads of 
household and immigrants. Access to the formal banking sector benefits con- 
sumers, law enforcement and the financial sector. 

Extending bank services to the masses is central to development In de- 
veloping countries. The Federal Reserve sponsors a “Directo a Mexico” service 
allowing customers without Social Security numbers through participating banks 
and credit unions to sent money to Mexico’s central bank.''^ Private banks are 
offering similar services.’'* 

Anti-money laundering policies target those without established relation- 
ships with formal financial institutions, again disproportionately poor and espe- 
cially immigrant communities, e.g., with Suspicious Activity Reports filings. Since 
our policies aim to identify “suspicious” activities, bank tellers and others must 
resort to a subjective test of what is suspicious. 

AML policies implemented as a result of the introduction of the USA PA- 
TRIOT Act impact financial markets in several ways that threaten to effectively 
re-institute capital controls. Those provisions targeting informal banking systems 
(hawalas, etc.) (Sec. 359) and "illegal money transmitting businesses" (Sec. 373) 
are almost exclusively used by immigrants where most of those transactions are 
international and cross currency. 

The AML policies in the USA PATRIOT Act targeting gold dealers (Sec. 
352) disproportionately affect the unbanked. Many immigrant cultures use a 
"clunky jewelry" gold standard in the absence of a formal (or uncorrupt and af- 

v\ uw..*fnii-sfMtliiicl.(‘ortt Ixi.'kincs.K Iru-iii '()" ■2('.4 ! 81 i25..st<H'\ sHa- 

liiisiiio.s.s-lipadlinc.s 

*■' >iH{>: Av\v\s.rsttiottth)f.<‘otii 20(^7 O'? 1 > ji()2s()l -ii.ssr.hhuli's I ms 

Center for Financial Privacy and Human Rights biansen@financiaiprivacy.org 
PO Box 2658 Washington, DC 20013-2658 Tei. 202-742-5949 ext. 101 



fordable) banking sector. Many travelers from countries with capital controls 
convert their local, controlled currency into gold, precious stones or other hard 
currencies for us in trade and commerce abroad (to the great benefit of the U.S. 
economy). About two weeks ago, the U.S. Department of Justice issued two 
dozen seizure warrants exceeding the equivalent of US$1 1 million against E- 
Gold alleging money laundering. E-Gold is one of the oldest and most success- 
ful gold-backed currencies in use to day, and founder Douglas Jackson claims to 
have previously and voluntarily closed accounts with suspicions of criminal activ- 
ity. 

The over-reach and impracticality of the AML policies in the USA PATRIOT 
Act target Money Service Businesses (Sec. 328, 352) forced many to start to 
close under the new rules which then had to be rewritten. These businesses are 
often the only financial services option to the unbanked. 

The pattern-analysis approach of the use of our data from our AML poli- 
cies unfairly targets immigrants. AML policies in the USA PATRIOT which target 
"bulk cash smuggling" (Sec. 371) unfairly catches legal remittances in its net. In 
practice, they are searching for drug money, but since nearly all US currency has 
trace amounts of cocaine (and is therefore selected by the dogs inspecting mail) 

It is subject to civil asset forfeiture (Sec. 372). 

The disproportionate regulatory burden on financial institutions-now much 
more broadly defined under the USA PATRIOT Act (Sec. 352)-limits access to 
the formal financial sector by marginal communities, especially the immigrant 
communities. Since smaller institutions bear a greater cost, there Is both a mar- 
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ginal incentive to consolidate industry operators and raise the barrier to new en- 
trants. This effect limits consumer choice and raises consumer cost. 

Compounding the disproportionate regulatory burden problem of our other 
AML policies, new provisions in the USA PATRIOT Act targeting smaller and in- 
formal businesses (Sec. 365) include civil asset forfeiture (Sec. 372). 

The USA PATRIOT Act’s AML policies on verification and identification 
(Sec. 326), like the REAL ID debate, have been much more complicated, costly 
and problematic in practice than in theory. Similarly, increasing penalties (Sec. 
363) increases financial institution scrutiny (especially of immigrants) which high- 
lights our concerns. Many other sections of the USA PATRIOT Act, Title III, target 
international and foreign jurisdictions more likely to affect internationally-oriented 
businesses and individuals, disproportionately affecting the unbanked and espe- 
cially the immigrant communities. 

In addition to the federal rules, laws and regulations addressed here, there 
are several state initiatives (mostly tied to the immigration debate) that affect the 
remittances issue. Some of these are direct such as fees and other taxes on the 
remittances themselves. Other regulatory, state and local initiatives concerning 
Identification policies, etc., are related more indirectly. 

Solutions 

As I testified before the Eminent Jurists Panels : 


\Vri[t<fn .stfileruciil til' J. Bradley Jansen, CFPHR DiiX'ctor, Jurists Ptinel, ''Tt'irorisni, Cotinler- 

Terrtirisrn and Human 'The lin(>acl on l*rivaey in the l iiiled States" liilernationa] Conmiission of 

Jurist s..\inonean I niversity,^^asllin^{<!n, D(-, September 8. 2(KK). 
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“It is my belief that we need to scrap our current AML policies and 
start over. Instead of policies attempting to vacuum up as much data as possible 
to look for 'profiles’ based on incomplete, outdated and often inaccurate data, we 
should aim to reduce greatly the amount of reports filed. 

“By scraping our Currency Transaction Reporting requirements of 
$1 0,000 or more and replacing them with reporting of aggregate capital flows, we 
would give law enforcement the information they are trying to glean from our 
CTRs, reduce the regulatory burden bringing more people into the formal finan- 
cial services sector, and protect consumer financial privacy. 

“Similarly, the burden should be on law enforcement to identify 
more specifically what it considers suspicious behavior or trust the financial insti- 
tutions to do their jobs. Our current policies are too often doing more harm than 
good." 

Conclusion 

CFPHR aims to address the legitimate security concerns of our anti- 
money laundering laws while protecting consumer financial privacy, improving 
effectiveness of policies and protecting access to financial services (especially for 
the unbanked) by addressing disproportionate regulatory burden, identification 
verification programs, and other policies that limit the poor, minorities’ and immi- 
grants’ access to financial services. 

Many of the regulations imposed on financial institutions do not meet rea- 
sonable cost-benefit tests and have the potentially perverse effect of leading to 
more criminality— and less effective law enforcement— by inadvertently forcing 
more people into the cash economy. The added cost to them for using Money 
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Service Businesses and other alternatives amounts to a “ghetto tax” according to 
a recent Brookings Institution report’®. The post-September 11th, 2001 rules sig- 
nificantly increased the regulatory burden and forced the closure of many MSBs 
and other legal avenues for the unbanked. 

Our proposal focuses on protecting the access to financial services of the 
unbanked segment of the US population crucial to the future of democracy and 
the economy of our country. We seek to make it possible for them to become ac- 
tive participants and consumers in the US economy. We think that helping public 
policy makers more aware of the effects of current and proposed regulations 
would better protect the unbanked's access to financial services which will make 
them become more active participants to the US economy and more engaged in 
the democratization process of their host country. 

As more potential customers drop out of the formal sector, law enforce- 
ment fails to gain any benefit from the loss of reporting. The effect is to increase 
the opportunities for terrorists and others seeking to skirt the law since it in- 
creases the market for informal-and often illegal-money services. 

In the wake of September 11 , 2001 , the federal government enacted new 
rules to protect the country against terrorists and the illegal funding of their activi- 
ties. While some of those rules adequately address the threat of terrorism, oth- 
ers have had a detrimental impact on the unbanked and immigrant communities. 

.See also Iirookiu{,^s lnsfitiiiioii i-eport "Fianji Povem. OpptH'UiHilv; Ibiltine iJie Market to rxork 
for Lrover loeoine FitrtiiHes" rr liteli would eharaelerize liie proposal a.s inerea-siii” the ■'jtlietto lax"' 
on the poor i.hdy 2tKKk. htip. www.htviokiop.s.edirnietro'ptdis '.t{llKltl718 Po\< )p htti i. and 
■d'iii.aneial Aeee.ss for Ifnniienints: Pe.sson.s fixtm Oivepse Perspeetives'' :Ma> http: / 
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New rules regulating financial data and money transfers to prevent money laun- 
dering and illegal fundraising by terrorist organizations have had the unintended 
consequence of preventing many immigrants from participating fully in the econ- 
omy as consumers by, e.g., denying them access to credit or making it very diffi- 
cult to send money back home to help their families in need. In response to the 
new rules many businesses offering services to the unbanked closed their doors 
while other depository institutions ceased offering services vital to the unbanked. 

Despite these challenges, the poor, minorities and immigrants still are ea- 
ger to engage themselves in political debates and become actors of the US 
economy in their own rights. The reality is that they are a legitimate and vital 
force of that economy and in the political landscape: businesses need them be- 
cause they constitute a substantial part of its labor force, and politicians seek 
their votes. Businesses, state and federal governments, and others have shown 
an interest In helping immigrants integrate at a sociai, economical and political 
level. 

Financial institutions have an incentive to “overfile” BSA forms in order to 
protect themselves during regulatory exams. This problem is well established 
with law enforcement repeatedly calling for policymakers to address the “defen- 
sive filing” problem.''^ Flooding law enforcement with thousands of forms of 
Americans going about their law-abiding ways merely adds to the haystack mak- 
ing the search for the needle that much harder. 

In short, I recommend examining these issues from a cost/benefit analy- 
sis. If rules are not meeting explicit and measurable goals, they need to be 

hiip: 'iOt i riOT, i d('r:iiih.hlTi, 
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amended or repealed. Law enforcement is ill-served by the deluge of “defensive 
filings” of AML reports. It remains important to respect consumer financial pri- 
vacy. The unjustifiably high regulatory burden on the private sector harms the 
economy and limits consumer choice. In addition, the monetary and broader 
economic aspects of remittances need to remain foremost in the discussion. 

If you have any questions or need additional information, please do not 
hesitate to contact me at 202-742-5949 ext. 101 or by email at 
bians6n@financialprivacv.orq . 


Respectfully submitted, 
s/ 

J. Bradley Jansen, Director 


J. Bradley Jansen is the director of the Washington, D.C.-based Center for Fi- 
nancial Privacy and Human Rights. Previously at the Free Congress Foundation, 
Brad testified before Congress on the USA PATRIOT Act proposal. National ID 
and other issues, and works safeguarding privacy and other Constitutional liber- 
ties. While working for U.S. Rep. Ron Paul, he initiated and lead the opposition to 
the “Know Your Customer" proposal. BradiS experience in Peru under then- 
President Alan Garcia sparked his interest in the human effects of monetary and 
financial policies before he went on to edit a newsletter forecasting foreign ex- 
change rates. 
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CFPHR comments on FinCEN rule to lower report- 
ing requirements on wire transfers: 

August 21, 2006 


Robert W. Werner, Director 

regcomments@fincen.treas.gov 

FinCEN 

P.O. Box 39 

Vienna, VA 22 183 

Attn: Regulatory Identification Number (RIN) 1506-AA86 


Jennifer J. Johnson, Secretary 

Board of Governors of the Federal Reserve System 

20th Street and Constitution Avenue, N.W. 

Washington, DC 20551 

Attn: Regulation S, Docket No. R-1258 


Re; Comments of the Center for Financial Privacy and Human Rights on 

Regulatory Identification Number (RIN) 1506-AA86 and Docket No, R-1258 
concerning the Threshold for the Requirement to Collect, Retain, and Transmit 
Infonnation on Funds Transfers and Transmittals of Funds 


To Whom It May Concern: 

The Center for Financial Privacy and Human Rights is a public interest research 
center in Washington, D.C. Established in 2005, CFPHR is part of the Liberty and Pri- 
vacy Netw'ork, a 501(c)(3) organization, and focuses on privacy, civil liberties and human 
rights including economic rights. 

We submit the comments below on the review by the Financial Crimes Enforce- 
ment Network (FinCEN) and the Federal Reserve to determine whether to lower or 
eliminate the threshold for collecting and retaining infonnation on funds transfers and 
transmittals of funds. Currently, the threshold is $3,000, but FinCEN and the Federal Re- 
serve are considering decreasing that amount to $1,000 or less. 

The lowering or elimination of the reporting threshold must meet the “high degree 
of usefulness” standard set out by the Bank Secrecy Act, This proposal outlines no met- 
rics to justify the presumption that it meets that standard. CFPHR suggests that proposal 
must explain the metrics used to determine how, or if, the proposal would meet the high 
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degree of usefulness standard.'* Explicit benchmarks must be established, and that the 
proposal should be abandoned within a predetemiined time period if those benchmarks 
were not realized. 

Additionally, the proposal provides insufficient infonnation about the usefulness 
of the current reporting system. How many reports initiate law enforcement or regulatory 
investigations? Wlrat percentage of the reports are used in criminal convictions, etc.? 
What successes can be identified by the ten years of wire transfer reporting requirements? 
The lack of basic usefulness infonnation renders impossible an analysis and recommen- 
dations of the considered marginal benefits of lowering or eliminating the reporting 
threshold compared to the marginal costs. 

Given that the current $3,000 reporting threshold was established ten years ago 
and never adjusted for inflation, there has already been a substantial reduction in the real 
value reporting threshold. What marginal benefits— and marginal costs— have already 
been realized over the course of the decade? The dearth of information itself to justify 
the high degree of usefulness standard of the Bank Secrecy Act requires that the proposal 
be resubmitted for public comment with appropriate information to evaluate the proposal. 

A great deal of personally-identifiable information is collected, retained and 
transmitted to third parties of law-abiding customers going about their legal financial 
transactions. Given the legitimate concerns of identity fraud, the selling and sharing of 
information without their true informed consent and other issues, efforts should be made 
to minimize the required amount of infonnation collected, retained and transmitted-not 
to increase it unjustifiably. 

CFPHR shares the view of the Independent Community Bankers of America (and 
that of most financial institutions and most other observers) that the unintended conse- 
quences of the regulation would add an increased incentive for potential customers of the 
fonnal financial sector covered by this rule to migrate their business to the informal sec- 
tor (which would suffer not suffer the increased intrusiveness or regulatory burden).'* In 
truth, lowering— or worse eliminating— the reporting threshold would jeopardize access to 
financial services to those with the fewest options since they are usually the least profit- 
able customers. Thus, in this way, law enforcement would be relatively worse off than 


See “Fighting Terror and Defending Freedom: The Role of Cost-Benefit Analysis," by Daniel J. 
Mitchell, Pace Law Review, Vol. 25, (2005), www.librarv.law.pace.edu/PLR/25-2/Mitchell.prif . 

'3 2 “ICBA Cautions Against Lowering Threshold for Wire Transfers," August 10, 2006, 
http://www.icba.ora/tlles/ICBASites/PDFs/cl081006.Ddt . 

20 See also the Brookings Institution report “From Poverty, Opportunity: Putting the Market to work 
for Lower Income Families” which would characterize the proposal as increasing the “ghetto tax” 
on the poor (July 2006), http://www.brookings.edu/metro/pubs/2006071 8 PovOp.htm . and “Fi- 
nancial Access for Immigrants: Lessons from Diverse Perspectives” (May 2006), 
http://www.brookinas.edu/metro/Dubs/20060504 financialaccess.pdt . 
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under the current reporting regime if more transactions took place in the informal sector 
without reporting regimes. 

The increased reporting requirements would dramatically increase the problems 
associated with law enforcement complaints of the current “defensive filing” problem of 
the Suspicious Activity Report requirements.^* Making the haystack bigger makes the 
needle harder to find. The increase in reports would, nearly certainly, increase the delay 
of the input of the information tfom all of the reports thus postponing the potential bene- 
fits to law enforcement of the possibly time-sensitive infonnation. 

Other ways could (and should) be employed to address important law enforce- 
ment concerns without the negative unintended consequences of this proposal. Such ef- 
forts should stem from clearly— and narrowly— identified law enforcement concerns. How 
to address those concerns should be left to the individual financial institutions covered by 
the rule as much as possible in order to avoid the “fatal conceit” explained by Nobel lau- 
reate economist F.A. Hayek.^- 

Eliminating the reports altogether should be considered. Substituting different 
reports tailored to the specific needs of law enforcement might provide a win, win, win 
situation for law enforcement, financial institutions and consumers. Consider having 
covered financial institutions report only aggregate capital flow infonnation coupled with 
expanded safe harbor to report violations of specified important laws or suspicious trans- 
actions. The aggregated capital flow reports would offer law enforcement the informa- 
tion used to track marginal changes in capital flows useful for investigations such the Co- 
lombian Black Market Peso Exchange case. At the same time, it would better protect 
sensitive consumer financial privacy concerns. This proposal would reduce the regula- 
tory burden on covered institutions and likely increase the share of transactions in the 
fonnal banking sector reporting infonnation useful to law enforcement. Reporting of ag- 
gregate capital flow information would ameliorate the concerns of law enforcement that 


Then-FinCEN Director William J. Fox spoke to the American Bankers Association and Ameri- 
can Bar Association in October 2004 and addressed defensive filing of SARs: 'We all know this 
phenomenon is occurring - we have both empirical and anecdotal evidence we can cite. We 
have seen financial institutions file reports in ever increasing numbers - often upon the recom- 
mendation of their lawyers or risk management teams - when the facts as presented do not meet 
this standard. I suspect that this over compliance is occurring for a reason. It is occurring be- 
cause financial institutions are - justifiably in my view - unwilling to accept the regulatory or repu- 
tational risk associated with an action by the government that wouid make it appear that the insti- 
tution is soft on anti-money laundering or, even worse, on terrorist financing.” 

‘The Fatal Conceit Always Fails” by Ralph Reiland explains, "In The Fatal Conceit, the Nobel 
laureate economist F.A. Hayek writes of the key ideological conflict in economics. On the one 
hand are ‘the advocates of the spontaneous extended human order created by a competitive 
market,’ and on the other hand, 'those who demand a deliberate arrangement of human interac- 
tion by central authority based on collective command over available resources.’ What has failed 
is the latter, collectivism-the ‘fatal conceit’ that says that a single mind, a single committee, can 
somehow do things better than the spontaneous, unstructured, complex, and creative forces of 
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money launderers and terrorist financiers of their “structuring” transactions to avoid re- 
porting requirements. 

Again, CPFHR shares the view outlined by the Independent Community Bankers 
of America concerning the burden to the public. Some geographic and other populations 
would be disproportionately adversely affected by the lowering, or elimination, of the 
reporting threshold. 

The “unbanked,” who are disproportionately poor, minority and immigrant, would 
likely suffer most by this proposed change. Such harms contradict other public policy 
concems.^^ The marginal effect of increasing the cost of sending remittances abroad in- 
creases the marginal benefit of bringing family along for iiTunigrants (legal or otherwise) 
working in this country.-'* 


Conclusion 


The negative effects to law enforcement, the increased cost of the regulatory bur- 
den, and the increased loss of consumer financial privacy and access to fonnal financial 
services for the unbanked would likely outweigh any alleged benefit to law enforcement 
by lowering, or eliminating, the reporting requirement threshold. The termination of the 
BSA Direct Retrieval and Sharing Project by FinCEN for exceeding costs and failing to 
meet expectations augurs well for a long-overdue consideration by the regulatory agen- 
cies of the “high degree of usefulness” standard mandated by the Bank Secrecy Act.^* 

The regulatory agencies cannot legitimately consider the alleged marginal benefits 
of lowering, or eliminating, the wire transfer reporting threshold without first outlining 
the means of evaluating the current requirements and analyzing its costs and benefits. 

The failures of the current system at the root of the concern for this proposal indicate that 
scraping and replacing the failed system with one designed to address current needs, con- 
cerns and capabilities would be better. 


23 For one example, please see U.S. House Judiciary Committee Report, “FINANCIAL SERV- 
ICES REGULATORY RELIEF ACT OF 2005,” 

http://frwebgate.access.apo. aov/cQi-bin/Qetdoc.cqi?dbname=109 cona reports&docid=f:hr356p2. 
109.pdf . 

See the United States Government Accountability Office Report to the Committee on Banking, 
Housing, and Urban Affairs, U.S. Senate “INTERNATIONAL REMITTANCES: Information on 
Products, Costs, and Consumer Disclosures," (November 2005) 
www.gao.gov/new.items/d06204.pdf . 

23 “FinCEN Halts BSA Direct Retrieval and Sharing Project,” July 13, 2006, 
http://www.fincen.aov/bsa direct nr.html . 

Center for Financial Privacy and Human Rights biansen@financialprivacv.ora 
PO Box 2658 Washington, DC 20013-2658 Tel. 202-742-5949 ext. 101 



139 


p. 17 

The current system was designed to stop illegal drug use, among other things, but 
has failed: no one believes it is now impossible to obtain illicit drugs nearly everywhere 
in this country. The current reporting requirements were designed to report “bad money” 
such as profits from illegal drug sales. Instead of expanding the reporting regime to find 
legitimate money that may in the future be used for bad purposes (such as terrorism fi- 
nancing), we should design a system for current goals balanced with current expectations 
of regulatory burden and consumer issues including financial privacy and access to finan- 
cial services— especially for the unbanked. In short, the Center for Financial Privacy and 
Human Rights opposes lowering or eliminating the threshold for reporting wire transfers. 

Thank you for the opportunity to comment. If you have any questions or need 
additional infomation, please do not hesitate to contact me at 202-742-5949 ext. 101 or 
by email at bianseniSifinanci alprivacv.org . 


Respectfully submitted, 
s/ 

J. Bradley Jansen, Director 

Center for Financial Privacy and Human Rights 
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